Louisiana Tech University

Louisiana Tech Digital Commons
Doctoral Dissertations

Graduate School

Summer 2012

Converging transnational financial reporting
standards: Validating the joint FASB/IASB concept
of information quality
Jim Watkins
Louisiana Tech University

Follow this and additional works at: https://digitalcommons.latech.edu/dissertations
Part of the Accounting Commons
Recommended Citation
Watkins, Jim, "" (2012). Dissertation. 332.
https://digitalcommons.latech.edu/dissertations/332

This Dissertation is brought to you for free and open access by the Graduate School at Louisiana Tech Digital Commons. It has been accepted for
inclusion in Doctoral Dissertations by an authorized administrator of Louisiana Tech Digital Commons. For more information, please contact
digitalcommons@latech.edu.

CONVERGING TRANSNATIONAL FINANCIAL
REPORTING STANDARDS: VALIDATING
THE JOINT FASB/IASB CONCEPT
OF INFORMATION QUALITY
by
Jim Watkins, B.S., M.B.A.

A Dissertation Presented in Partial Fulfillment
of the Requirements for the Degree
Doctor of Business Administration

COLLEGE OF BUSINESS
LOUISIANA TECH UNIVERSITY

August 2012

UMI Number: 3532943

All rights reserved
INFORMATION TO ALL USERS
The quality of this reproduction is dependent upon the quality of the copy submitted.
In the unlikely event that the author did not send a complete manuscript
and there are missing pages, these will be noted. Also, if material had to be removed,
a note will indicate the deletion.

ttswWioft

FtoMstfiriii

UMI 3532943
Published by ProQuest LLC 2012. Copyright in the Dissertation held by the Author.
Microform Edition © ProQuest LLC.
All rights reserved. This work is protected against
unauthorized copying under Title 17, United States Code.

ProQuest LLC
789 East Eisenhower Parkway
P.O. Box 1346
Ann Arbor, Ml 48106-1346

LOUISIANA TECH UNIVERSITY
THE GRADUATE SCHOOL

May 17, 2012
Date

We
by

hereby

recommend

that

the

dissertation

prepared

under

our

supervision

Jim Watkins

entitled

Converging Transnational Financial Reporting Standards: Validating the
Joint FASB/IASB Concept of Information Quality

be

accepted

in

partial

fulfillment

of

the

requirements

for

the

Degree

of

Doctor of Business Administration

3:
Supervisor of Dissertatiorf Research
Head of Department

Management & Information Systems
Department

Recommendation
incpfi
concurred in:

Advisory Committee

ApprovejL

Dean of the Graduate Sfchool

Director of Graduate Studies

Qpi/WJK.
Dean of lal College

>
GS Form 13a
(6/07)

ABSTRACT

Accelerating cross-border investing activity transformed global financial markets
during the latter part of the 20th century. Due to lack of trans-cultural consistency
comparability in financial

reporting was compromised hindering multinational

investment. In light thereof there is a movement afoot among international authorities to
converge national financial

reporting standards into a single international financial

reporting system. In September 2010 Financial Accounting Standards Board and
International Accounting Standards Board agreed on a concept of information quality to
guide formulation of internationally acceptable financial reporting standards. The Boards'
goal is sustenance of local relevance while achieving transnational comparability.
Toward that end, instead of trade-offs among qualities of information assumed by
previous concepts, the new concept posits faithful representation working in concert with
relevance in a sequential approach to information quality. Variously referred to as
Framework 2010 the purpose of this dissertation was to determine its validity.
The concept was tested using Partial Least Squares methodology over a survey of
US accountants. Fundamental qualities of relevance and faithful representation were
found to be significant predictors of decision usefulness as were enhancing qualities of

iii
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verifiability and comparability. Faithful representation was found to be a significant,
partial mediator of relationship between relevance (predictor) and decision usefulness
(outcome). Final model predicted 43.1% of variance in decision usefulness.
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CHAPTER 1

INTRODUCTION
Towards a Concept of Information Quality for
International Financial Reporting
Accelerating cross-border investing activity transformed global financial markets
during the latter part of the 20th century (Dunning 1995; SEC 2000; Davis et al. 2003;
DiPiazza et al. 2006). Capital providers found financial reporting standards differ in
content and application across nations and cultures. Lack of trans-cultural consistency in
financial reporting prevents international financial

comparability and, consequently,

hinders multinational investment (Tweedie 2003, 720; Haller and Walton 2003, 1, 9;
Gearin and Khandelwal 1995, 13; Evans and Taylor 1982, 115). Deviations in financial
reporting among nations manifest not only in varying valuation and recognition rules but
also in different financial statement formats and filing regulations and practices all of
which seriously distort comparability. Investor understanding suffers giving rise to poor
decision usefulness of financial information (Ordelheide and KPMG 2001, xiii).
Changing political climates permitted the former Soviet Union, Eastern Europe, and the
People's Republic of China to move from centrally planned to market-based economies.
These new economies provide opportunity for global investment, and international joint
ventures and partnerships (Radebaugh et al. 2006, 52-54; Schweikart et al. 1996).

1
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Increasing numbers of foreign business interests seek funding from U.S. domestic
markets (Niemeier 2006). U.S. investors are showing increased interest in foreign
securities markets as two-thirds own securities in companies reporting under international
financial reporting standards (SEC 2008). The combined outward stock of foreign direct
investment (FDI) of the European Union, U.S. and Japan rose dramatically from
USDS450.6 billion in 1980 to USD$5,122.7 billion in 2001 (Table 1.1).
Inadequacy of Diverse Local Financial
Reporting Standards
The various and diverse national financial

reporting systems simply cannot

deliver comparability required for cross-cultural global investors. This causes
multinational enterprises to labor under constraints imposed by those national financial
reporting systems (SEC 2007, 25). In similar manner, investors indicating interest in
foreign investment are encumbered by uncertainties inherent in unfamiliar financial
reporting standards (Tweedie 2002, 76; Fleming 1991). Acknowledging inability of
diverse reporting regimes to service international markets, large accounting firms1 stated
the imperative, "all general purpose financial information must be prepared using a single
world-wide framework using common measurement criteria and fair and comprehensive
disclosure" (Street 2002, 215-16). International reporting standards demonstrated their
effectiveness in the Far East: Asian companies, before imminent collapse in 1997,
appeared financially

healthy under local reporting standards. In part, adoption of

international reporting standards facilitated renewal of foreign investment to Far East
interests (IMF 1999; Tweedie 2008; Fajardo 2007, 57).

1

Those firms included BDO, Deloitte Touche Tohmatsu, Ernst & Young, Grant Thornton, KPMG, and

Pricewaterhouse Coopers.

Table 1.1
Stock of FDI for Selected Regions and Economies (Millions of USDS)
Region/economy

1980

1985

1990

1995

2000

2001

Developed Economies (FDI outward stock)
European Union

215,582

295,727

798,525

1,292,043

3,148,830

3,440,890

United States

215,375

238,369

430,521

699,015

1,293,431

1,381,674

19,610

43,970

201,440

238,452

278,445

300,115

450,567
521,486

578,066
691,745

1,430,486
1,721,462

2,229,510
2,854,853

4,720,706
6,086,428

5,122,679
6,552,011

34,326

35,473

50,291

-

-

-

6,251

10,499

24,762

77,863
3,864
137,435

142,379
16,898
348,346

158,840
20,362
395,192

124,286

129,750

-

-

148,183
1,363

174,063
7,350

429,036
21,644

451,870
26,764

-

-

-

164,863
635,534

175,722
913,182

224,599
1,871,594

5,465
406,040
2,911,725

19,255
977,558
6,258,263

21,795
1,074,823
6,845,723

Japan
Total
World

Developing Economies (FDI inward stock)
Africa
Central Asia
China
Hong Kong, China
Czech Republic
Russian Federation
Total
World

European Union for 2001 outward stock is detailed as: Austria, 26,300; Belgium and Luxembourg, 449,044; Denmark, 64,048;
Finland, 56,055; France, 515,475; Germany, 513,835; Greece, 5,137; Ireland, 23,900; Italy, 182,375; Netherlands, 328,422; Portugal,
24,881; Spain, 185,954; Sweden, 122,615; and United Kingdom, 942,849.
Source: UNCTAD (2002, Annex tables B.3. and B.4.)
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Integrating Global Capital Markets
Prevailing political and economic conditions combining with global business and
investment opportunities compel rapid integration of and liquidity in worldwide capital
markets (McKinsey 2007). Emiris defined perfect integration as the condition where
country-specific risks are fully diversifiable and investors only price on common risk
factors. With perfect integration, financial assets with similar common risk characteristics
will be priced similarly even when offered on different markets (Emiris 2002, 200).
Although perfect and comprehensive capital markets do not exist at the international nor
national level (Mussa and Goldstein 1993) the goal of reaching integration is beneficial to
world trade since larger markets make possible more efficient allocation of resources
(McCreevy 2006). Strong association between economic and financial integration has
been found, that is, movement of foreign direct investments are associated with
increasing cross-border stock market investments (Shi et al. 2010, 287).
Converging Transnational Financial Reporting
If global financial and capital markets are becoming more and more integrated it
stands to reason that those markets would be better served by a single set of globally
accepted financial

reporting standards (Tweedie and Seidenstein 2005). Whittington

(2005) discussed the process of convergence and stated its meaning:
'Convergence' means reducing international differences in accounting
standards by selecting the best practice currently available, or, if none is
available, by developing new standards in partnership with national
standard setters. The convergence process applies to all national regimes
and is intended to lead to the adoption of the best practice currently

5

available. There is no assumption the best solution is that of a particular
regime, such as IASB standards or U.S. GAAP. (Whittington 2005, 133)
Agreement between Financial Accounting Standards Board (FASB) and
International Accounting Standards Board (IASB) stated convergence as "development
of high-quality, compatible accounting standards that could be used for both domestic
and cross-border financial reporting" (FASB 2002, italics added; 1999, 1; Schipper 2005,
101). Robert Herz, former chairman of FASB, stated: "Convergence is an
imperative—we cannot avoid this effort" (Herz 2003b, 253). Sir David Tweedie, former
chairman of IASB, stated: "We are all trying to head to the same answer. ... we firmly
believe that we should not have two different ways of accounting for the same
transaction" (as quoted in Heffes 2004, 17). SEC stated International Financial Reporting
Standards (IFRSs) provide greater comparability thus making possible improved global
capital formation (SEC 2003a). European Parliament legislation2 required listed
companies to present, for financial

years starting on or after January 1, 2005,

consolidated statements in accordance with IFRSs. The Australian government,
recognized domestic capital markets comprise only two percent of world capital markets,
acknowledged the benefits of global reporting standards and expresses its commitment to
global convergence:
In a globalised economy with large and growing cross-border capital
movements, high quality internationally accepted accounting standards
will facilitate cross-border comparisons by investors and enable Australian
companies to access international capital markets at lower cost. Business
2

Regulation (EC) 1606/2002 of the European Parliament and the Council of 19 July 2002 on the
application of international accounting standards.

6

and other stakeholders have given strong support to the Government's
convergence objective (Commonwealth of Australia 2002, Sec. 6.2).
Recognizing changing world capital markets, then SEC chairman Arthur Levitt
commented: "There are major new demands for capital that must be satisfied at an
international level. ... As a result, many companies are interested in the development of
standards that would be accepted in all the world's major securities markets" (1998, 80).
FASB and IASB's Commitment to an International
Conceptual Framework
Development of an internationally acceptable conceptual framework for financial
reporting is essential if FASB and IASB are to converge transnational financial reporting
standards. Guiding formulation of internationally accepted reporting standards, the
concept should prevent ad hoc temporary solutions and corruption brought on by political
process (Jones and Wolnizer 2003, 385). There is an "immeasurable need" for converged
high-level financial reporting concepts (Herdman 2002). Recognizing necessity and
opportunity, FASB and IASB committed to joint development of an international or
common conceptual framework for international financial

reporting standards. In

September 2010 both adopted a common concept of financial reporting objective and of
information quality. FASB published the concepts in Statement of Financial Accounting
Concepts No. 8 Conceptual Framework for Financial Reporting Chapter 1, The
Objective of General Purpose Financial Reporting, and Chapter 3, Qualitative
Characteristics of Useful Financial Information (SFAC No. 8) (FASB 2010b). IASB
published the document as Conceptual Framework for Financial Reporting 2010
(Framework 2010) (IASB 2010a). In substance the two documents are identical. While
both documents reserve Chapter 2 for reporting entity concept introductory material

7

varies and the IASB document includes a fourth chapter containing material as yet not
superseded from their prior conceptual framework, Framework for the Preparation and
Presentation of Financial Statements (Framework 1989) (IASC 1989).
Point of Departure: Commitment to Principles-Based
Financial Reporting
Adoption of an international concept for financial reporting is of particular
interest to the US rules-based accounting culture since it will necessitate abandonment of
rules-based financial reporting in favor of principles-based financial reporting. Currently,
US practitioners rely heavily on a rich rules-based financial reporting regime, which,
under principles-based reporting will cease to exist. The Institute of Chartered
Accountants of Scotland (ICAS) stated: "There must be fundamental directional change
if financial reporting is truly to meet the needs of today's capital markets . . . [for]
convergence cannot be achieved if the basis thereof is detailed rules-driven approach"
(ICAS 2006, 11, 17). Even if based on principles, rules in and of themselves are not
adequate if financial

reporting is to be understandable, relevant and not misleading

(Alexander and Jermakowicz 2006, 132). Traditional financial reporting theory based on
rule formulation and application "institutionalizes the very deficiencies in the quality of
accounting information that they are intended to remedy" (West 2003, 110) Writing in
2004 former FASB chairman Beresford stated that currently the US "seems to have the
worst of all worlds, with quite detailed accounting standards being accompanied by even
more detailed EITF guidance." It is a simple matter, "I think that accounting rules may
have become more complicated than necessary" (Beresford 2004, 6, 11). Tweedie made
the case humorously when he stated, "The profession is about making a call, not about
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looking up page 17,493 [of rules applicable to financial statements] to see what the
answer is" (Tweedie quoted in Heffes 2009).
Clearly the global accounting profession and culture are at a point of departure
(Tweedie 1988). Rules-based reporting simply requires perfunctory obedience to a rule
book where means are ends unto themselves while principles-based reporting brings with
it notions of truthfulness, fairness and sound conceptual basis:
The profession in many countries is now at a cross-roads. It either has the
choice of setting accounting principles based on sound conceptual
foundations backed by strict adherence to a notion of fairness or it can
produce a series of pragmatic rules designed to meet the needs of
particular situations with more rules created as new problems arise.
(Tweedie 1988, 3)
Chambers adroitly stated the need for financial reporting standards based on
current value reporting thus making financial statements continuously relevant to
investors:
Until accounting is refined to the point of giving figures which are
continuously up-to-date, and therefore continuously relevant to investors:
and until those figures are derived by uniform principles, so that they are
comparable as between firms, accounting will not serve as an efficient
form of financial instrumentation in the securities market. I do not speak
of "up-to-date" or "uniform" in any absolute sense; but accounting now
falls seriously short of meeting those criteria. (Chambers 1969, 271)

9

Current values are preferable since they are the "best measure of performance and
stewardship reflecting all economic activity occurring in a year but not activity of other
years" (ASB UK quoted in Bryer 2004, 40).
Under principles-based reporting more professional judgment will be required of
practitioners to form conclusions concerning financial

reporting issues such as those

(SEC 2003b, III[I]i). Specificity of rules will no longer provide guidance. Accountants
will form their own professional judgments drawn from a conceptual framework (Hills
2002).
Possible Elevation of Concepts to Authoritative
Status in the United States
Adoption of principles-based accounting regime in the U.S. will, in the words of
American Accounting Association's (AAA) Financial Accounting Standards Committee
(FASC), "not be easy—many issues will need to be resolved" (Maines et al. 2003, 81).
FASB's prospective intent to elevate the conceptual framework to a higher level of
authority is in accord with SEC's design:
That body of literature [new conceptual framework] should serve not only
as a guide for the FASB in its subsequent deliberations, but also as a guide
for accounting professionals as they attempt to resolve difficult issues in
practice for which there is not clear guidance in the literature. The direct
use of the conceptual framework by preparers and auditors to complement
standards should permit standard-setters to draft more succinct standards
than they otherwise could. (SEC 2003b, IV[C])
If the plan and purpose of SEC succeeds, accounting professionals in the U.S. will
seek solutions to implementation problems by consulting financial reporting concepts.

Without question, accounting professionals are compelled upon adoption of principlesbased reporting regime to change their posture toward the conceptual framework relative
to other documents in GAAP literature (SEC 2003b, IV[C]). FASB stated respondents
"should assume" framework's status within U.S. GAAP regime "will be elevated" to a
level comparable to that of Framework 1989 in the international accounting regime
(FASB 2008, para. PI6). In 2010, in a more guarded statement, FASB stated there is "no
firm plan" to elevate FASB concepts to authoritative status. But FASB "expects to
reconsider" authoritative status of concepts upon completion of the concepts project. The
reconsideration "could result" in elevating concepts to authoritative status in US GAAP
(FASB 2010a, para. PI2). However, the framework so elevated, will not have the same
status as that of financial reporting standards i.e., the framework will not override
standards (FASB 2008, para. PI4; 2010a, para. P10; IASB 2010a, 6). But concepts would
carry some authority since in those cases where guidance for a certain transaction or
event is not found in authoritative literature, an entity first considers GAAP for similar
transactions or events and then considers non-authoritative guidance from other sources
including concepts statements (FASB n.d.c; 2010a).
Conceptual Frameworks
It may be prudent at this juncture to provide some insight into the meaning of
conceptual framework. Conceptual frameworks provide abstractions about real world
objects, events and occurrences thereby supplying foundations on which rules and
principles are derived (Chambers 1996, 124). Accounting too, like any discipline or
branch of knowledge, establishes itself on a conceptual structure comprised of general
notions and "a pattern of ideas" (Vatter 1969, 1). Conceptual frameworks furnish a
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"consistent whole, frame of reference, and integrating structure" (Vatter 1969, 1).
Continuing, Vatter argues that without consistency and integrating structure:
Procedures are but senseless rituals without reason or substance; progress
is but a fortunate combination of circumstances; research is but fumbling
in the dark; and the dissemination of knowledge is a cumbersome process,
if indeed there is any "knowledge" to convey. (Vatter 1969, 1)
Concepts extracted from accounting practice alone become meaningless after
continual use. In contrast, concepts derived from observing, reasoning, relating,
comparing, analyzing, and testing give meaning to practice (Storey 1977, 60-61).
Conceptual frameworks impose purpose, direction, and internal consistency to
experiential knowledge. Without conceptual frameworks, changing perceptions lead to
endless, ineffectual and aimless proliferation of inferior reporting standards (Storey and
Storey 1998, 3). DePree stated the "widely accepted theory" that standard-setting and the
accounting profession benefit by the "essential attribute" [conceptual framework]
comprising the profession's common body of knowledge. Providing a constant "thread of
reason, a basis for solution," conceptual frameworks narrow the range of alternatives,
guiding standard-setters to conceptually acceptable, consistent alternatives (DePree 1989,
61). Alexander (1999, 240) parsed the term conceptual framework, describing a
"coherent structure of ideas on which detailed applications are derived . . . themselves
being logically consistent with each other and with the underlying framework."
Chambers stated impossibility of defending financial reporting standards against special
interests without resorting to a "coherent and consistent body of ideas." He continued
asking how can it be expected that accountants as a group act consistently in absence of
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coherent and consistent concepts? (Chambers 1960, 34). Scott made the argument that
absent concepts, "accountants would be placed in the position of exercising a form of
composite personal dictatorship over business enterprise" (Scott 1939, 400)
Concepts should avoid overly detailed guidance as FASB warns over prescription
in concepts leads to mechanistic supervision crowding out room for judgment. But the
framework should not be left so abstract that "high degrees of subjectivity prevail in
applying the concepts" (FASB 1976, 7). And, as a final note to efficacy of conceptual
frameworks, reporting standards adherence to conceptual frameworks is considered a
determinant of high-quality financial reporting standards (Linsmeier et al. 1998).
Perspectives of Global
Standard-Setters
Many national standard-setters have developed conceptual frameworks for
financial reporting. Besides the United States and the United Kingdom, China, Japan,
Australia, New Zealand and South Africa adopted frameworks to guide conceptual
thought in financial

reporting. These national frameworks are useful in developing

reporting standards for assessing management stewardship, organizing premises
underpinning financial reporting, and evaluating new and proposed reporting standards
(CASC n.d.; ASBJ 2006; AASB 2001; NZICA 1995; ASB SA 2006). In the United
Kingdom, frame of reference provided by a conceptual framework provides coherence
and consistency to development and review of financial reporting standards. Clarified
conceptual thought ends necessity to continually debate fundamental issues (ASB UK
1999, para. 2-3).
FASB defines a conceptual framework as a "coherent system of interrelated
objectives and fundamentals . . . leading to consistent [financial reporting] standards and
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prescribing the nature, function, and limits of financial accounting and reporting" (FASB
2010b; 1980, 4). An orderly set of concepts advances a singularity endowing financial
reporting with direction and logic, providing standard-setters with an informed,
persuasive and articulate foundation on which to develop financial reporting standards. In
absence of applicable authoritative pronouncements, preparers, auditors and users may
find guidance in conceptual frameworks on emergent financial reporting questions
(FASB 1980; 2004). IASB posited conceptual frameworks as providing assistance to
preparers of financial statements, to auditors in forming opinions on financial statements
and to users of financial statements interpreting information contained in financial
statements (IASC 1989, para. 1). In summary, world-wide standard-setters concur on
necessity of irreducible, unified accounting concepts organizing and clarifying conceptual
thought, and explicating definitions and principles, all of which, theoretically, give rise to
usefulness, consistency and comparability in financial reporting.
International Conceptual
Framework
Writing in the context of international financial reporting, Tweedie stated "the
need for a sound [international] conceptual basis to financial reporting has never been
more urgent" (Tweedie 1988, 3). An internationally accepted conceptual framework
provides a consistent intellectual foundation for convergence and indeed, is a necessary
prerequisite for convergence (Whittington 2008a, 142; 2008b, 498). Converging the two
existing conceptual frameworks will facilitate development and improvement in
worldwide financial reporting standards (FASB 2004; ASBJ 2006, 1; SEC 2003b, IV[A])
and bring about consistency in and enhancement of international comparability (AASB
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2001, para. 13). Both Boards share intent of replacing their existing frameworks with the
common conceptual framework (FASB 2008, para P3).
Concept of Information Quality
An important part of a conceptual framework for financial reporting is the concept
of information quality (contained therein) which defines the qualitative characteristics
that make information useful. Qualitative characteristics provide guidance in ascertaining
substance of financial transactions, regardless of form, and furnish "moral and ethical
basis" to accomplish their fair presentation in financial reports (Armstrong 1973).
Providing direction, qualitative characteristics bridge the gap between "why" of
objectives and "how" of other parts of the conceptual framework (FASB 2010b, OBI;
2008, OBI; 1980, para. 1; Schroeder et al. 2005,47; Kieso et al. 2004, 30) (Figure. 1.1).

Definition of
Elements

Objective of Financial Accounting

Why

Qualitative Characteristics

What

Recognition and
Measurement

Reporting Entity,
Presentation and
Disclosure

How

Figure 1.1 Qualitative Characteristics in Relation to the Conceptual
Framework
Note: Qualitative characteristics bridge the gap between "Why" of the objective of
financial reporting to "How" that objective is accomplished.
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Qualitative characteristics are those qualities financial reporting must ascend to if
objectives of financial reporting are to be met. It is those qualities that determine how
resolutions about recognition and measurement are concluded (1989, 38).
Qualities of useful information provide direction in assessing situations not
clearly covered in established reporting standards (FASB 2010b; 1980, para. 11).
Preparers, auditors, standard-setters and regulators are assisted and guided by qualitative
characteristics in making choices among competing reporting standards. These qualities
constitute what users expect in financial reporting information (PSASB 1990, para. 4).
Framework 1989 theorizes application of qualitative characteristics and appropriate
reporting standards result in fair presentation of financial information (IASC 1989, para.
46). Quality of information, its relevance, understandability, reliability and comparability
determine usefulness of financial reporting (NZICA 2001, para. 4.1; IPSAB 2008, 7).
Summary Remarks
Varying cross-border political and economic factors form distinctive, national
societal values (Gray 1988). In turn, these varying accounting values, practices and
beliefs mature within each, unique national social framework. Internationally, different
views exist concerning appropriate content of financial reports. Diverse financial
reporting standards "represent a fundamental and possibly intractable, source of
disagreement about IFRSs." Sources of disagreement "need to be understood and
resolved if IFRSs are to be interpreted and implemented in a consistent manner across
different constituencies". (Whittington 2008b, 497). Accordingly, implementing
international reporting standards must take into account various national cultures'
influence on financial reporting to ensure trans-cultural comparability. This is particularly

important as internationally accepted reporting standards take on principles-based
character. Succinctly written principles-based reporting standards allow for more
individual judgment and obviously may be culture-dependent (Whittington 2008b, 497).
In deliberating the concept of information quality, the Boards stated: "Information
cannot be a faithful representation of an economic phenomenon unless it depicts the
economic substance of the underlying transaction or other event" (FASB 2006a, para.
QC17 italics added). The statement opens the door for entry of current values, considered
more capable of capturing economic substance, replacing historical cost. The recognition
filter provided by reliability is absent from Framework 2010 permitting acceptance of
current values—perhaps of questionable quality—into financial statements which in turn
may become questionable. Thus, financial reporting might include any information so
long as it is considered relevant to assessing future cash flows, however unreliable it may
be (Whittington 2008b, 501). In introductory material to Framework 2010IASB seems to
disparage historical cost reporting stating other concepts may better meet the objective of
financial reporting. Further, IASB develops Framework 2010 "so that it is applicable to a
range of accounting models and concepts of capital and capital maintenance" (IASB
2010a, 6).
Referred to by CEOs of the world's six largest audit and accounting networks as
"the coming revolution in business reporting" (DiPiazza et al. 2006, 19), the new
principles-based, international financial reporting regime brings about a true "seachange" (DiPiazza et al. 2008a, 1; PwC 2011) to diverse, international accounting
cultures, for example, added reliance on professional judgment of practitioners. Attitudes
towards true and fair assessment will necessarily change since preparer and auditor

17

responsibility no longer extends simply to how things are done but also why they are
done (DiPiazza et al. 2008b, 3). Introduction of current values supplanting historical cost
is a source of possible user misinterpretation and misunderstanding. FASB and IASB
conclude an initial and "critical step toward harmonization" in prevailing upon these
uncertainties by adopting de jure converged concepts of objective of financial reporting
and qualitative characteristics of useful financial information which are concepts
ostensibly defining a new accounting culture (Whittington 2008b, 497).

The Dissertation: Why This Study Is Important
Discussion above provides ample justification for this study. First, even if
international convergence were not contemplated, the empirical testing of Framework
2010 or any other conceptual framework for financial reporting is very much in order.

Conceptual frameworks are the embodiment of those "patterns of ideas" and "integrating
structure" (Vatter 1969) that, in the case of financial

reporting, impose a degree of

consistency, relevance, understanding and comparability. World-wide standard-setters
concur on the need for irreducible, unified financial reporting concepts to clarify and
guide financial reporting practice. Undoubtedly, any such framework should undergo
empirical scrutiny to ascertain its relation to reality.
Currently (June 2012) the US financial reporting system does not consider FASB
Concepts Statements as part of authoritative literature. However, under international
financial reporting theory and practice financial reporting concepts are often considered
authoritative. To illustrate, under some national systems if extant financial

reporting

standards are inadequate the practitioner is expected to consult concepts to solve
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dilemmatic financial reporting situations. Therefore, insofar as Framework 2010 may
become authoritative, its empirical validation is all the more important.
There must be fundamental change to international principles-based financial
reporting if the diverse needs of global financial markets are to be met. United States
GAAP is firmly grounded on rules-based approach for financial reporting framework. In
contrast, there is consensus that if a globally converged financial reporting framework is
to emerge then such a framework cannot predicate on nor derive from rules-based
approach. Cross-cultural relevance, understandability and comparability will be best
achieved by principles-based approach. Framework 2010 (FASB 2010b; IASB 2010a)
provides sound foundation for principles-based international financial

reporting.

Therefore, if principles-based financial reporting is adopted the information concept on
which it rests should be tested.
Finally, it is an inescapable fact that the global economy is transforming world
wide national financial reporting regimes. Prevailing 20th century financial reporting
systems of the various nationalities cannot adequately service financial

reporting

expectations engendered by a 21st century cross-cultural body of investors. These once
independent systems of financial reporting are now converging to one global financial
reporting regime. Multinational accounting firms

state the obvious that financial

statements intended for global cross-cultural consumption must be prepared under one
consistent conceptual framework.

It stands to reason that any concept of information

quality guiding international financial reporting should be empirically tested.
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Objectives of the Study
The objective of the study determines whether the new international concept of
information quality is valid. For FASB and IASB to be successful in promulgating
accounting standards with worldwide appeal, acceptance and confidence there must be an
information quality model that will support that end. Partial Least Squares (PLS), an
alternative to co-variance based Structural Equation Modeling (Chin 1998), will be used
to test the new international concept of information quality. Data will be collected across
a sample of US accountants via survey items developed by Bovee (2008).
Organization of the Dissertation
The dissertation consists of five chapters. Chapter 1 introduces the topic and
states the objective of the study while Chapter 2 is a literature review of prior and current
research on information quality. Chapter 3 is a description of the research methodology
and develops testable hypotheses. Chapter 4 reports the results of empirical tests. Chapter
5 discusses those results and their implications as well as stating the contributions of the
research.

CHAPTER 2

LITERATURE REVIEW
Objective of Financial Reporting
Using the Trueblood Study Group report as a point of departure, FASB began in
1973 development of broad qualitative standards eventually known as Statement of
Financial Accounting Concepts (SFACs) (Armstrong 1973; Gore 1992, 46). FASB
realized necessity to develop fundamental concepts to guide consistent, rational guidance
in analyzing and resolving issues (Sprouse quoted in Zeff 1999, 103). FASB members
considered SFACs useful since "members and staff refer to the framework constantly.. ..
Constituents particularly refer to the conceptual framework when they do not agree with
a tentative conclusion that we have reached on a practical issue and argue that it is
inappropriate because it does not follow logically from the conceptual framework"
(FASB member Wyatt quoted in Zeff 1999, 124). Mosso states SFAC No. 5 (FASB 1984)
formed the basis for replacing the funds statement with the statement of cash flows "by
further developing SFAC No. 1 's emphasis on cash flow [analysis] as a tool of
investment" (FASB member Mosso quoted in Zeff 1999, 124).
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Remarks on FASB Concepts Project
Although the FASB concepts project was a long and expensive project it was not
regarded by everyone as particularly successful. Criticisms ranged from disappointment
to contempt. Anthony commented, "There are only a few fundamental issues in financial
accounting and FASB ducked them all" (Anthony 1987, 75). Confused definitions and
vagueness made concepts statements a "monstrosity" (Anthony 1987, 78). The Board
made no progress on the cost or value question. Having set forth a concept of information
quality the Board nonetheless stumbled and showed a clear preference for historical cost
(Kripke 1989, 25). Gore (1992, 1) characterized SFACs as incoherent, ambiguous, and
internally inconsistent. Writing more than twelve years into the existence of FASB,
Burton was not at all impressed with the organization's progress. In essence, he believed
no significant success had been achieved developing a conceptual framework for
financial reporting. Specifically, Burton states, underlying principles had not been agreed
on and the Board returned to the ways and means of previous standard-setters:
The FASB has now been in place for more than twelve years, and a review
of its output suggests that it has not been very successful in resolving the
underlying issues of accounting measurement. It has spent enormous
amounts of time and money, without significant success, on an attempt to
develop a conceptual framework for financial reporting. This project
started with a promising set of objectives in financial reporting which
leaned heavily on the seminal work of the Trueblood Commission.
However, the project bogged down. The FASB found it impossible to
agree on underlying principles and thus returned to the world of ad hocery
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that characterized previous standard setting efforts. (Burton 1987, 1045
italics added)
Benston et al. believe reporting standards should not be based solely on a
conceptual framework. It is suggested panoptic concepts such as relevance are too vague
to assist determining new reporting standards. In place of concepts, empirical testing of
standards would contribute to a more effective standard-setting process. Also, permitting
enterprise choice in reporting standards allows market forces to sharpen standard-setting
(Benston et al. 2007, 230). Similarly, AAA in their alternative framework suggest
relevance and faithful representation "are too sweeping" to have practical significance
(Ohlson etal. 2010, 473).
FASB issued in November 1978, Statement of Financial Accounting Concepts 1:
Objectives of Financial Reporting by Business Enterprises (SFAC No. 1) (FASB 1978).
FASB emphasized external decision-makers as primary users of financial statements.
This principle was not widely accepted at that time (Kirk 1988, 13). As Storey relates
"changing peoples' minds takes time" (Storey quoted in Kirk 1988, 13nl 1). Specifically,
SFAC No. 1 states that objectives stem from external users lacking authority to demand
desired financial information. Objectives are directed toward common interests in
enterprise ability to generate cash flows. Information on cash flow prospects are
referenced in terms of investment and credit decisions thus giving SFAC No. 1 focus
(FASB 1978, 1; Johnson 2004).
Statement of Financial Accounting Concepts No. 1
The objective of financial reporting lies at the foundation of the conceptual
framework of information quality. Other elements of the framework:

qualitative
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characteristics, elements of financial statements, recognition and measurement, definition
of a reporting entity, and presentation and disclosure flow logically from the objective
(FASB 2006a, para. OBI). Financial reporting provides useful information to persons
making economic decisions on whether to invest in or lend to business enterprise (FASB
1978, para. 16). Their decisions relate to amounts, timing, and uncertainties of expected
enterprise cash flows.
Notwithstanding the large user group, FASB, to avoid vagueness, narrows focus
of financial reporting to investors, creditors, and their advisors (FASB 1978, para. 30).
By elevating present and potential investors, creditors and other users to the level of
primary user group, FASB acknowledges their decisions significantly affect resource
allocation (FASB 1978, para. 30). Yet Solomons inquires whether primary user group
was too narrowly construed (Solomons 1986a). The needs of managers are scarcely
recognized while other groups such as labor and taxing authorities are wholly ignored.
SFAC No. 1 also dismissed enterprise responsibilities to the social environment
(Solomons 1986a, 117). FASB defended its action asserting objectives need focus to
avoid risk of high abstraction and vagueness (FASB 1978, para. 30).
Primary User Group
SFAC No. 1
SFAC No. 1 regards present and potential investors, creditors and others as
primary user group making rational investment, credit and similar decisions (FASB 1978,
para. 34 italics added). It is uncertain, Gore points out, who the others are as their identity
is unspecified (Gore 1992, 68). Further, it is not sure whether FASB intends a hierarchy
of users and decisions. Use of indefinite terms confounds the meaning (Agrawal 1987,

172). However, SFAC No. 1 contends many investors and creditors lack authority to
demand information and thus, must rely on general purpose financial statements. Other
classes of users have similar interests as present and potential investors and creditors in
financial aspects reported in general purpose financial statements. Therefore, FASB
theorizes, the same information useful to investors and creditors is useful to other,
unspecified, user groups making similar decisions (FASB 1978, para. 30, 34). SFAC No.
1 also states financial reporting should provide information useful to managers and
directors in making decisions in the interest of owners (FASB 1978, 52). But also states
(para. 28) objectives stem primarily from informational needs of external users. One may
question whether information available to managers and directors is also required to be
available to external users (Agrawal 1987, 172-73). SFAC No. 1 suggests primary users
are informed by information useful in making investment and credit decisions which is
supported by information useful in assessing cash flow prospects. Assessing cash flow
prospects, in turn, are sustained first by information on enterprise resources and claims to
those resources, enterprise earnings and information on funds flow and, secondly, by
information on

management stewardship and

assessments (FASB 1978, 1-2) (Figure 2.1).

management's explanations and
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Require
/information \
* Useful in
Investment and
Credit Decisions

Primary User Group:
Present and Potential
Investors and Creditors

Information Useful in Assessing Cash
Flow Prospects

Information on Enterprise
Performance and Funds Flow

Information on Management *
Stewardship and Performance and
Management's Explanations and
Assessments

Figure 2.1 SFAC No. 1 Objective of Financial Reporting
Note: Fundamentally, investment and credit decisions rely on assessment of
future cash flows. Investors require information on enterprise and management
performance (FASB 1978).

Exposure Draft
In Exposure Draft the Boards recognized need to identify a primary user group as
an initial step in creating an improved conceptual framework. Without a well-defined
group of primary users the framework risked becoming overly abstract or ambiguous
(FASB 2008, para. BC1.18). The Boards designated present and potential capital
providers as primary user group since this group has the most direct and immediate
interest in an entity's future cash flows and management's ability to protect and enhance
capital provided (FASB 2008, para. BC1.19). Capital providers include equity investors,
lenders, and other creditors, who have common information needs (para. OB6). Other
user groups include management, suppliers, customers, employees, government, and
members of the public (when not acting as capital providers). Management bears
responsibility for preparing financial statements and has information available to it
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generally unavailable to equity investors, lenders and other creditors. Consequently
management is not part of primary user group. The needs of suppliers, customers,
employees, governments, and members of the public are important; however, their needs
are not as pressing as those of capital providers (para. OB8).

Framework 2010
The converged primary user group includes existing and potential investors,
lenders, and other creditors, making resource allocation decisions who cannot compel
reporting entities to provide information directly to them (FASB 2010b, para. OB2,
BC1.9). Like earlier concepts statements, settling on a primary user group provides focus
to the standard-setting process (IASB 2010b, 8). The Boards offered three reasons why
existing and potential capital providers define primary user group:
1.

Existing and potential capital providers have the most pressing and critical
information needs but cannot require the reporting entity to provide that
information,

2.

FASB and IASB responsibilities require focus on capital markets, and

3.

Information meeting the needs of existing and potential capital providers
is likely to meet needs of users in jurisdictions with a corporate
governance model with shareholders in mind and those corporate
governance models which include all types of stakeholders. (FASB 2010b,
BC1.16)

The third point is interesting insofar as needs of corporate governance are
considered met by information presented with potential capital providers in mind. If
indeed those needs are met it seems stewardship is considered satisfied by information on
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timing and uncertainty of future cash flow. However, both usefulness assessing future
cash flow and stewardship are important with neither more important than the other
(FASB 2010b, BC1.27).

Selective Qualities of Useful Information
In 1980, FASB published, SFAC No. 2, Qualitative Characteristics of Accounting
Information (FASB 1980). This SFAC examined qualitative characteristics securing
usefulness in financial reporting. Later SFACs are concerned with how the purpose and
objectives of financial reporting of SFAC No. 1 are attained. While SFAC No. 1 states
purpose and objectives of financial reporting, SFAC No. 2 binds logic of SFAC No. 1 to
that of later SFACs and Statements of Financial Accounting Standards (FASB 1980, para.
1; Storey and Storey 1998, 98). SFAC No. 2 was less controversial than SFAC No. 1 in
part since constituents did not perceive a latent attempt at establishing current value
financial reporting (Kirk 1988, 13).
Relevance and reliability occupy prevailing position in SFAC No. 2 (Herz 2003b,
248; Smith 1986, 35). That information should be both relevant and reliable is a concept
central to financial reporting (FASB 1980, para. 58). Under SFAC No. 2, characteristics
of information making it useful are relevance with its attributes of predictive value,
confirmatory value (feedback value) and timeliness; reliability with its attributes of
verifiability, representational faithfulness, and neutrality. Comparability and consistency
interact with relevance and reliability. FASB arranged these qualitative characteristics of
information in a hierarchy of financial reporting qualities (Figure 2.2).
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Users of Accounting
Information

Decision Makers
and their characteristics
(for example, understanding
or prior knowledge)

Pervasive
Constraint

Benefits > Costs

User-Specific
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Primary
Decision-Specific
Qualities
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x
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Rep.
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Secondary and
Interactive Qualities
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Threshold for
Recognition

Materiality

Neutrality

Figure 2.2 FASB's Hierarchy of Financial Reporting Qualities Under
SFAC No. 2
Source: Adopted from Hierarchy of Accounting Qualities (FASB 1980, 13).

While relevance and reliability are dominant characteristics making information
useful, relevance and reliability acting separately are not sufficient to achieve usefulness.
If either quality is missing then information cannot be useful. Understandability is
considered a user-specific quality. Useful information under SFAC No. 2 is constrained
by and subject to pervasive constraints of materiality and cost-benefit (FASB 1980, 2).
Financial reporting authorities use different assumptions to classify qualities of
information. For example, Public Sector Accounting Standards Board (PSASB)
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(Australia) broadly classifies information qualities into selection and presentation
classifications. The classification provides relevance and reliability as selective
characteristics of useful information and comparability and understandability as
presentation qualities (PSASB 1990). FASB in SFAC No. 2 employed the three
classifications of primary, interactive, and user-specific (FASB 1980). Preliminary Views
(FASB 2006a), Exposure Draft (FASB 2008) and SFAC No. 8 (FASB 2010b) adopt a
classification with two levels, fundamental/primary and enhancing. Fundamental/primary
elements are required characteristics. Enhancing characteristics, while not required,
improve quality of useful information. These classifications create another dimension of
understanding FASB and international qualities of financial reporting information.
Relevance
Information is relevant if it is germane to completion of a task (Redman 2001,
226). As applied to financial reporting the task is that of decision making by external
investors and creditors. The decision is one of whether to invest in or lend to a particular
enterprise based on assessments of future cash flow prospects and management's
stewardship. Undoubtedly, decisions about investing and lending to business enterprise
are futuristic in nature. Accordingly, one should not be surprised FASB posits attributes
of relevance as predictive value and closely related, confirmatory value (FASB 1980, 2;
1984, para. 73). Similarly, Exposure Draft (FASB 2008) and SFAC No. 8 (FASB 2010b)
state relevant information is capable of a making a difference in resource allocation
decisions. Information need only be capable of making a difference. The fact it does not,
for whatever reason, make a difference does not deprive information of its quality of
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relevance. Specifically, for information to make a difference, i.e., to be relevant, it must
be predictive and/or confirmatory (FASB 2008, QC4-5; 2010b).
Framework 2010 suggests many decisions depend on implicit or explicit
predictions about amount and timing of future cash net inflows, information is only
consequential if it assists in making new predictions or correct prior expectations (IASB
2010a, BC3.14). In light of continuously changing economic conditions it is not
unreasonable to expect predicted returns on investments to change. If financial reporting
is not capable of enabling realistic reappraisal of prior predictions nor facilitate new
predictions then it cannot make a difference and is thus not relevant.
Reliability
Reliability of information is a function of faithfulness with which it represents
what it purports to represent (representational faithfulness), together with confidence
conveyed to the user the information is in fact endued with that representational quality
(verifiability) (FASB 2005, 2; 1980, para. 59; 1984, para. 75). A third attribute of
reliability is neutrality which, briefly, is absence of bias in financial information (FASB
1980, 62; ASBJ 2006, chapter 2, para. 6; AcSB 2008, para. .21; NZICA 2001, para. 4.9).
Accounting Standards Board UK (ASB UK) posits representational faithfulness,
neutrality, freedom from

material error, completeness and prudence as attributes of

reliability (ASB UK 1999, para. 3.8). Similarly, Framework 1989 includes faithful
representation, freedom from material error and bias, neutrality, prudence, and
completeness as constituents of reliability (IASC 1989, para. 31-38). China Accounting
Standards Committee (CASC) relates reliability to measurement. Assets, liabilities,

revenues and expenses are not recognized unless probable outflow or inflow can be
"measured reliably" (CASC 2006, articles 21,24, 31, and 34).
Setting aside neutrality for the moment, reliability stems from two attributes the
meanings of which should not be comingled, representational faithfulness and
verifiability (FASB 1980). To demonstrate, differing meanings between representational
faithfulness and verifiability may be cleverly demonstrated with a drug example. First,
one may ask, "Will the drug cure the sickness it is intended to cure?" Second, it may be
asked whether the bottle containing the drug actually contains the drug described on the
label. In the first meaning the drug can be relied on to cure or alleviate the condition for
which it was prescribed. This implies the drug is effective at doing what it is expected to
do which is to cure a specific malady. Accordingly, there is correspondence or
representational faithfulness between the drug and its intended effect in curing a specified
ailment. The second meaning alludes to verifiability. If it is possible to test whether
contents of the bottle match the chemical description on the bottle then the quality of
verifiability exists. Verifiability has nothing to do with whether the drug will cure the
illness for which it is administered. Neither does verifiability have anything to do with
whether there is a match only whether the assumed correspondence can be tested (FASB
1980, para. 60). Several chemists could independently establish conformity of the label to
the contents of the bottle thus verifying validity of the label. While not a perfect analogy,
this example demonstrates verifying an amount in financial reporting may often reduce to
mechanistic process. On the other hand, applying representational faithfulness is neither
exact nor precise and requires exercise of judgment.
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Relevance and reliability as defined in SFAC No. 2 are primary decision-specific
qualities (FASB 1980, 2). Attributes of relevance are predictive and confirmatory value;
an arrangement not uncommon and fairly consistent among global financial reporting
authorities and concepts statements. In contrast, attributes of reliability vary across
concepts. Note the absence of verifiability as an attribute of reliability in Framework
1989 and ASB UK concept. It should be noted also that faithful representation in
Framework 2010 is considered a "new qualitative characteristic" (Whittington 2008a,
147) different from traditional representational faithfulness. Faithful representation is a
more

intense

quality

of

information

requiring

report

of

economic

reality.

Representational faithfulness as posited in SFAC No. 2 is less arduous only requiring
correspondence between a phenomenon and its representation.
Attributes of Selective Qualities of Useful Information
Predictive and Confirmatory Value
Relevant financial reporting is capable of making a difference in a decision by
assisting users to form predictions about past, present and future economic events or to
confirm prior expectations (FASB 1980, para. 47). The concept that predictive and
confirmatory value form relevant information is not uncommon among global standardsetters (ASB UK 1999; PSASB 1990; AcSB 2008; NZICA 2001; ASBJ 2006; CASC
2006) and is stated in various international concepts statements (FASB 2010b; 1980;
IASC 1989; FASB 2006a; 2008). Thus, relevance in financial reporting is not defined in
ordinary, generic terms as in a dictionary. Investors and creditors require predictive
and/or confirmatory value in financial

reporting to make informed investment and

lending decisions (FASB 1980, para. 46). Predictive value is expressed as information on

33

past activities serving as a starting point in assessing future cash flow prospects involving
the same activity. Similarly, confirmatory value involves previously unknown
information concerning past events reducing uncertainty about future financial results
(FASB 1980, para. 52; ASB UK 1999, para. 3.2, 3.3).
Do predictive and confirmatory values complement one another? Framework
1989 and SFAC No. 8 state predictive and confirmatory values are interrelated.
Information on current asset holdings has predictive value concerning an entity's ability
to take advantage of business opportunities. The same information confirms whether past
predictions are validated (IASC 1989, para. 27; FASB 2010b, QC10). Whittington
(2008a, 144-45) suggests although usefulness in assessing amounts, timing and
uncertainty of future cash flow is posited as the objective of financial reporting,
notwithstanding, evaluating stewardship of management remains an important objective
of financial reporting. Stewardship of management concerns itself with monitoring
accountability of management and, accordingly, looks primarily to the past (confirmatory
value). Predictive value looks toward future prospects. The overlap may be described
first, as information on management's past actions and policies is used in forming
opinions on future cash flow prospects. Secondly, estimating future cash prospects relies
on conclusions drawn on management's past policies. Relevance is better served
maintaining a proper balance and emphasis between the two. Predictive and confirmatory
values are not mutually exclusive and thus overlap, and, therefore complement one
another (see also ASB UK 1999, para. 3.3-3.5; FASB 1980, para. 51; PSASB 1990, para.
9).

Timeliness: Historical
Predictive and confirmatory value, either one, the other or in combination, are
necessary components, under SFAC No. 2, of relevant financial reporting information but
even both together are not sufficient to form relevance. In SFAC No. 2, relevant
information must also encompass timeliness. The ancillary characteristic of timeliness
requires availability of information to users before information loses capacity to influence
decisions (FASB 1980, 56; AcSB 2008, .20[b]). Predictive and/or confirmatory values
are active qualities generating relevant information while timeliness is a passive quality.
By itself timeliness contributes no intrinsic value to relevant information, but a lack of
timeliness will cause information, no matter how predictive or confirmatory, to lose
relevance (FASB 1980, para. 56).
PSASB casts timeliness as a supporting quality of comparability and
understandability stating "financial statements shall be presented on a timely basis such
that concepts of comparability and understandability are satisfied" (PSASB 1990, para.
49). ASB UK recognizes the most relevant information is often not the most reliable with
the reverse also being true. Timeliness effects relevance since slow appearing information
is no longer relevant to its intended purpose and information left out of financial
statements may cause them to be incomplete. But information, delivered rapidly, may not
be reliable as the provider may not have had adequate time to resolve uncertainties (ASB
UK 1999, para. 3.34-3.35; PSASB 1990, para. 40). Thus, timeliness can be defined as a
constraint on qualities of relevance and reliability (PSASB 1990, para. 39). It has been
suggested timelines be classified as a pervasive constraint since untimely information
also impacts reliability e.g. haste in gathering and processing information may result in

errors lessening reliability (IASB/FASB 2008, item 68; Solomons 1989, 44). Achieving
balance between relevance and reliability on the crux of timeliness determines to an
important extent how well economic reality is delivered t users (IASC 1989, para. 43).
The Australian concept states timeliness raises questions about optimum
frequency of general purpose financial statements and quantity of time permitted to
elapse between reporting date and date financial statements are made available to users
(PSASB 1990, para. 41). CASC requires timeliness stating report of financial information
shall neither be brought forward nor deferred (CASC 2006, article 19). Exposure Draft
and SFAC No. 8 reclassify timeliness as an attribute of relevance to less significant
enhancing classification. Similar to other concepts, Exposure Draft and SFAC No. 8 state
timeliness improves capacity to make decisions and its absence will cause even the most
relevant information to become useless (FASB 2008, QC22; 2010b, QC29).
Timeliness: Contemporary View
One dimension of timeliness remains; the existence of which actually creates a
new meaning in timeliness. Information is timely when it reflects changes in economic
conditions as those changes actually occur (Barth 2008, 1165). This dimension of
timeliness rules out historical cost valuation of tangible assets since changes in value is
only recognized upon asset's disposition. Current and fair values timely report changes in
value as they occur. Succinctly, historical timeliness requires useful information to reach
decision-makers in time to be evaluated before a decision is finalized. The new meaning
of timeliness pertains to how soon economic reality reaches financial statements. To
illustrate, financial statements for an entity with a December year end are timely since
they are distributed by March of the following year. They may very well, nevertheless,
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report gains or losses on asset dispositions in an untimely manner, particularly
depreciable assets accounted for under historical cost. The economic conditions that lead
to gain or loss prevailed in earlier reporting periods, but recognition of gain or loss ergo
economic reality is deferred to subsequent periods.
Representational Faithfulness
Sterling describes the "common sense" of the correspondence concept
(representational faithfulness) as correspondence of a calculated amount to independent
observation (measurement) of that phenomena (Sterling 1989, 85). Einstein persuasively
states:
Everything depends on the degree to which words and word combinations
correspond to the world of impression. . . . What science strives for is an
utmost acuteness and clarity of concepts as regards their mutual relation
and their correspondence to sensory data. . . . The connection between
concepts and statements on the one hand and the sensory data on the other
hand is established through acts of counting and measuring whose
performance is sufficiently well determined. (Einstein 1950, 66 italics
added)
Substantive implication of the phrase 'everything depends' is not lost on Sterling:
"It rivets my attention when a deep thinker, specially one not given to exaggeration or to
careless use of all inclusive terms, says 'everything depends' (Sterling 1989, 85nl). West
reasons financial statements only provide representations of economic phenomena that
guide decision making. The utility of financial statements, therefore, depends on the
representational faithfulness with which they depict the phenomena they purport to

represent (West 2003, 2). Chambers posits that for correspondence to exist, the financial
statements "should have a structure which is identical with the structure of the objects or
events about which those statements are made" (Chambers 1965, 4).
SFAC No. 2 posits representational faithfulness as, "correspondence or agreement
between a measure or description and the phenomenon it purports to represent."
Representational faithfulness seeks to minimize measurement bias (FASB 1980, 2, para.
63, 81, 86). SFAC No. 2 states measurement bias originates when financial reporting
measurement fails to represent what it purports to represent (FASB 1980, para. 78).
Presumably, through lack of sound judgment, measurement bias may arise from
misapplication of alternative reporting treatments or from defective reporting standards.
To illustrate, use of direct write-off of uncollectible accounts yields inferior information
since it does not faithfully represent enterprise exposure to future losses. Use of the
allowance method, however, requires an estimate of future uncollectible accounts and
thus is a more faithful representation of future write-offs (FASB 1980, 54, 64). Also note
the allowance method inherently communicates more predictive value for assessing
estimates of future cash flow. Kripke (1989, 46), interpreting representational
faithfulness, would not limit the quality to a sense of truthfulness but would extend it to
embrace "accurate representation of economic reality."
Both ASB UK and Canadian Accounting Standards Board (AcSB) adopt the
correspondence approach to faithful representation. Faithful representation is achieved
when the recognition and measurement of an economic phenomena corresponds closely
to the effect of the transaction or event being represented (ASB UK 1999, para. 3.10;
AcSB 2008, .21[a]). Framework 2010 requires information must represent faithfully

transactions and events it either purports to represent or can reasonably be expected to
represent (IASC 1989, para. 33). An important corollary to representational faithfulness
is the concept of substance over form. For information to represent what it purports to
represent it must be accounted for and presented in conformity with its substance and
economic reality. Conversely, legal and contrived forms do not describe economics of a
transaction (IASC 1989, para. 35; AcSB 2008, para. .21[a]).
Moreover, ASB UK theorizes faithful representation requires, first, identification
of all rights and obligations arising from a transaction. And, second, faithful
representation recognizes greater weight must be given to rights and obligations
possessing greater commercial effect. Identifying commercial effect is tantamount to
applying substance over form. ASB UK believes applying substance over form involves
construing transactions and events in their entirety including effect of related transactions
or groups of transactions (ASB UK 1999, para. 3.12-3.14). As a consequence, efficacy of
faithful representation is dependent on how identified rights and obligations are
characterized, particularly those given more weight, which measurement basis is utilized
to depict rights and obligations, and the way in which elements are presented in the
financial statements (ASB UK 1999, para. 3.9).
CASC considers faithful representation in terms of whether financial reporting
elements satisfy recognition and measurement requirements (CASC 2006, article 12).
There is an expectation firms adopt historical cost measurement. But if other permissible
measurement basis are employed then the enterprise "shall ensure such amounts can be
obtained and reliability measured" (article 43). Those other permissible measurement
basis include: replacement cost, net realizable value, present value, and fair value (CASC
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2006, article 42). Accordingly, there seems to be an underlying assumption that, provided
assets and liabilities are satisfactorily recognized and measured, faithful representation
will naturally follow.
Accounting Standards Board Japan (ASBJ) intellects the notion of trustworthiness
as a description of representational faithfulness (ASBJ 2006, chapter 2 para. 7). ASBJ
recognizes classification of diverse facts is an essential function of financial reporting. If
too much room for varying interpretation is allowed in classification then the presentation
may not be trustworthy. Yet, if representational faithfulness is properly applied, i.e., there
exist a clear correspondence between the economic phenomenon being presented and the
financial reporting classification, then the presentation should be trustworthy (ASBJ
2006).
PSASB distinguishes faithful representation of transactions from effective
representation of those transactions. Effective representation is accomplished when, for
example, historical costs are reported such that no inference about current or replacement
costs can be made i.e., reported amounts convey only dated, albeit reliable, information.
Conversely, assessment of representational faithfulness is predicated on the concept of
relevance rather than reliability (PSASB 1990, para. 19). Thus investors may conclude
representational faithfulness is better achieved by current values, since current values are
more relevant (predictive) in forming investment decisions. Under Preliminary Views
faithful representation means real-world economic phenomena are depicted in the
financial statements (FASB 2006a, QC16).

1

Faithful representation posits a faithful correspondence between measurement
and the economic reality the measure purports to represent. Real-world economic
phenomena are contrasted with accounting constructs such as deferred charges and
credits. Economic phenomena actually occur and do exist while deferred debits (not an
economic resource) and credits (not an economic obligation) are "creations of
accountants" and have little, if any, correspondence to economic reality. Since these
items do not exist they cannot be faithfully represented (FASB 2006a, QC18).
Faithful representation endeavors to find

the best way to depict economic

phenomena in the financial statements (FASB 2006a, QC18). A productive asset, for
example, may be depicted at historical depreciated value, value in use, replacement value
or exit value. Standard-setters have the responsibility of determining which is best at
depicting economic reality (FASB QC18). However, insofar depictions of economic
phenomena are faithfully represented, neither precision nor certainty of outcome in the
depiction is implied (FASB 2006a, QC21). Economic activity takes place under terms of
uncertainty and thus estimates are necessary requiring exercise of professional judgment.
With little exception estimates will always involve some degree of uncertainty and
variance in outcomes will emerge. However imprecise those outcomes may be, the
outcomes and the method used arriving at them should not be considered inadequate nor
inept. A chosen valuation method yields representationally faithful, yet inexact depictions
of assets and liabilities. For example, collection of receivables may differ from the

3

Common meaning of faithful (which is believed appropriate defining 'faithful' as used in the quality of

information called 'faithful representation') may be stated as: strict or thorough in performance of duty;
true to one's word, promises and vows; steady in allegiance or affection; loyal; constant; reliable, trusted,
or believed; adhering or true to fact, a standard, or an original; accurate (Random House Webster's
Unabridged Dictionary CD-ROM, version 3.0, 1999, s.v. "faithful") .
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original estimate. But this does not mean the method at arriving at estimates of
collectibles was ill-conceived. It does mean uncertainty exists and impacts financial
reporting estimates. Therefore, the quality of faithful representation should not be
construed to convey correctness nor high degrees of accuracy and precision (FASB
2006a, QC21).
Exposure Draft requires financial reporting information to faithfully represent an
economic phenomenon such that economic substance, not legal form, is reported (FASB
2008, QC7). Completeness, neutrality, and freedom from material error further define
and contribute to faithful representation (FASB 2008, QC7-11). Lastly, the Boards
recognize an overly ambitious faithful representation may in reality diminish efficacy of
financial reporting by reporting impractical levels of faithfulness. Accordingly, the
Boards suggest faithful representation may be well served by reporting degrees of
uncertainty in financial information (FASB 2008, QCll). Useful information must
faithfully represent that which it purports to represent (FASB 2010b, QC12). SFAC No. 8
posits faithful representation encompasses substance over form i.e., financial information
reports the economic substance of a transaction (FASB 2010b, BC3.26). Estimates can
lead to faithful representations provided the reporting entity:
1. Properly applied an appropriate process,
2. Adequately described estimates employed, and
3. Sufficiently explained significant uncertainties affecting the estimate (FASB
2010b, QC16).

The term, appropriate process, is not explained. The second and third points
apparently require adequate disclosure to users that estimates are employed under
conditions of uncertainties. Thus, it may be inferred estimates of current values are
permissible but do require disclosure commensurate with attendant degree of uncertainty.
Nevertheless, SFAC No. 8 admits uncertainty may be so prevalent in an estimate as to
render it "not particularly usable" (FASB 2010b, QC16). If uncertainty so prevails in an
estimate, then relevance of the phenomenon can be questioned. But this conclusion is a
bit odd. It alludes to the conclusion that to be relevant a phenomenon must be (past tense)
faithfully represented. This flows against sequential approach adopted in Preliminary
Views (FASB 2006a) and carried forward through Exposure Draft (FASB 2008) and
SFAC No. 8 (FASB 2010b). Sequential approach positions relevance as the sole selective
quality working in tandem without regard to trade-off with faithful representation. An
alternative inference may state that although a phenomenon may be highly relevant to
assessing future cash flows, its very nature may make it near impossible to faithfully
represent in financial statements. Under this alternative, faithful representation would, in
effect, operate as a selective quality under SFAC No. 8.
Continuing the explanation, SFAC No. 8 states if no better alternative exists, one
that is more faithful, then the high uncertainty estimate, however questionable, provides
the "best available information" (FASB 2010b, QC16). Current and fair values are
relevant but often much uncertainty surrounds them. One may venture that by accepting
best available information, uncertainty in recognition effectively is passed on to
measurement. That is to say, economic phenomena can be recognized, under high
degrees of uncertainty, as assets and liabilities in financial statements thereby conveying
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uncertainty in the form of vagaries of current, market and fair values to measurement.
Measurement and faithful representation thus are closely related concepts.
Verifiability
After representational faithfulness, the second attribute of reliability under SFAC
No. 2 is verifiability. Verifiability contributes to information quality by assuring
"accounting measures represent what they purport to represent" (FASB 1980, para. 81).
This definition of verifiability is noteworthy since it is similar to that of representational
faithfulness which reads, "correspondence or agreement between a measure or
description and the phenomenon it purports to represent" (para. 63). However similar,
separation in meaning is achieved noting representational faithfulness seeks to minimize
measurement bias (FASB 1980, para. 81, 86) while verifiability purposes to minimize
measurer bias (discussed below) (FASB 1980, 81). Also, the fact information is verifiable
does not at all cause representational faithfulness. Historical costs are highly verifiable
but that fact alone does not create quality leading to faithful representation of economic
reality nor relevance to resource allocation decisions made under uncertainty (FASB
1980, para. 88, 89). In turn, faithful representation of an economic phenomenon may be
presented in various ways, e.g., qualitatively or quantitatively (FASB 2008, QC8). Thus,
faithful representation entails a greater degree of judgment than routine, static
assessments made under concept of verifiability.
In its simplest form, verifiability means nothing more than "several measurers are
likely to obtain the same measure" (FASB 1980, 89). Verifiability assures measurer bias
(sometimes referred in SFAC No. 2 as personal bias) does not unduly influence financial
reporting information. Measurer bias results from actions of the measurer whether

through lack of skill, knowledge, or integrity and are also introduced through improper
supervision and poor information management (FASB 1980, para. 78). Introduction of
measurer biases permits festering systematic tendencies in reporting information at
prejudicial or predetermined levels (FASB 1980, para. 82). ASBJ refers to measurer bias
as "noise" causing problems of interpretation for investors (ASBJ 2006, chapter 2, para.
7).
Imposition of verifiability involves minimization of measurer bias. Measurer bias
is detected by repeated measures using the same measurement methods but substituting
measurers. Thus, verifiability is likened to forming a consensus on replicable data by
varied measurers on results of measuring the same phenomenon using the same method.
The fact that a number of observations can be made of a phenomenon supports the
assumption of verifiability. Whether the observations cluster about a mean is not
important (FASB 1980, para. 81-89). AcSB posits existence of verifiability when
knowledgeable and independent observers concur the measurement agrees, with
reasonable precision, with the underlying transaction or event. Verifiability differs from
representational faithfulness in that verifiability focuses on correct application of a
measurement instead of the appropriateness of the choice of measure (AcSB 2008, .21(b);
NZICA 2001, para. 4.11). ASBJ suggest financial reporting should be void of subjective
judgment and be based on objective fact (ASBJ 2006, chapter 2, para. 7).
Does consensus require prior verification before information is used in financial
statements? The glossary in SFAC No. 2 vaguely defines verifiability as "the ability
through consensus among measurers to ensure that information represents what it
purports to represent or that the chosen method of measurement has been used without

error or bias." (FASB 1980, 6) Agrawal (1987) comments "ability" implies verifiability
while consensus expresses the meaning of prior verification. If consensus does indeed
require prior verification are statement preparers, therefore, left to gather several
estimates of information finding the point where clustering occurs before information
could be used? Inconsistent use of the two terms leaves one wondering if SFAC No. 2
requires actual verification of information before it can be used (Agrawal 1987, 170). In a
second seeming mishap, the glossary of SFAC No. 2 defines reliability using the phrase,
"reasonably free from error and bias" and, also defines verifiability using the term, "the
chosen method of measurement has been used without error or bias" (FASB 1980, 6). But
in the discussion in those parts of SFAC No. 2, pertinent to reliability and verifiability, no
mention of freedom from error and bias is found (Agrawal 1987, 169).
In its concept statement, the ASB UK does not describe verifiability as an
attribute of reliability; neither does Framework 1989 specify verifiability in its
description of reliability. Nonetheless, both concepts statements state information is
reliable if "it [information] can be depended upon by users to represent faithfully that
which it purports to represent" (ASB UK 1999, para. 37(a); IASC 1989, para. 31). It
follows, references to dependability refer to trustworthiness in representational
faithfulness and are perhaps latent attempts at verifiability. IASB submits however
relevant information may be it may also be "unreliable in nature" and therefore,
misleading (IASC 1989, para. 32). Further, ASB UK and IASB recognize "inherent
difficulties ... in devising and applying measurements. . . . and that in certain cases
measurement . . . could be so uncertain that recognition is unadvisable" (IASC 1989,
para. 34; ASB UK 1999, para. 3.11). It is self-evident that, "depended upon by users to

represent faithfully," "unreliability in nature" and "inherent difficulties" are references to
some degree of verifiability. Each phrase "implies the need for a means of assuring users
that they can depend on the information" (FASB 2006a, BC2.16). IASB through IAS 16
permits, provided "fair value can be reliably measured," an entity at its option, to "report
items of property, plant and equipment... at a revalued amount, which is the fair value
of the items (IASC 2009, para. IN9). As noted above IASB's concept of reliability does
not include verifiability as an attribute of reliability, accordingly, fair values,
contemplated by IAS 16, need not be verifiable (provided they are "reliably measured")
although Framework 1989 appears to require some form of dependability.
Neither does the Australian concepts statement posit verifiability by name as an
attribute of reliability but does state useful information is verifiable by auditors (PSASB
1990). Reliable information forms correspondence between the information conveyed to
users and underlying transactions and events. Without bias or undue error, reliable
information faithfully represents to users underlying economics (PSASB 1990, para. 16).
Similar to IASB (IASC 1989, para. 32), PSASB admits relevant information may be so
unreliable that any degree of relevance is diminished even to the point that any use of the
information would result in misleading information (PSASB 1990, para. 17). Further,
before assets and liabilities are recognized in financial statements, minimum recognition
criteria need to be met (PSASB 1990, para. 18). Verifiability is not mentioned as one of
those criteria since "if there is faithful representation of information, including the
uncertainties surrounding it, it may be possible for it to be regarded as being reliable"
(PSASB 1990, para. 18). It seems measures of reliability are required but reliability does
not always turn on verifiability (Barth 2008, 1167).

PSASB and ASBJ mention verifiability in relation to audit practice. In Australia,
auditors ensure general purpose financial statements represent what they purport to
represent, that their contents are verifiable, and that they are absent of bias (PSASB 1990,
para. 23; ASBJ 2006, chapter 1, para. 9). Thus, explicit mention of verifiability is found
in the audit function which, in effect, imposes that quality of information onto, if not
standard-setters, at least preparers. While auditing techniques are discussed in relation to
verifiability of financial reporting information, ASBJ cautions reporting standards not be
formulated with reduction in auditing costs in mind but be developed to achieve
objectives of financial reporting (ASBJ 2006, chapter 2, para. 15). In similar manner
verifiability has been defined as information verifiable by business documents created
outside the reporting entity. In this sense variability hinges on the auditability of
information. If information's existence can be determined by independent audit then the
information is said to be verifiable. Accordingly, verifiability is that quality of
information resting on availability and adequacy of auditable evidence supporting its
existence (Welsch et al. 1976, 25).
Others consider verifiability an outmoded concept and advocate use of current
values as opposed to verifiable historical costs. It is argued accountants present irrelevant
historical cost because they can "prove it" instead of approximating a relevant current
value which would be much more useful. Considering themselves "fact-finders" financial
reporting professionals ignore their responsibility to exercise competence and honesty in
making professional judgment. The judgment considering twenty year old acquisition
costs more relevant is more questionable than that employed estimating current values
(Arthur Andersen & Co. 1972, 39). In a similar vein, West argues mere compliance to
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rules (e.g. reported amounts must be verifiable) does not conclude reliability nor
usefulness in financial reporting (West 2003, 1).
Exposure Draft treats verifiability as a quality ensuring information "faithfully
represents the economic phenomena that it purports to represent" (FASB 2008, QC20).
The concept assumes a consensus among knowledgeable and independent observers that
the following will be reached:
1. Information represents the economic phenomena that it purports to represent
without material error or bias, or
2. Appropriate recognition or measurement method has been applied without
material error or bias (FASB 2008, QC20).
The definition could easily be confused with that of representational faithfulness
under SFAC No. 2. First, use of the phrase "faithfully represents the economic
phenomena that it purports to represent" (FASB 2008, QC20) causes thought to revert to
representational

faithfulness

of

SFAC

No.

2 "representational

faithfulness

is

correspondence or agreement between a measure or description and the phenomenon it
purports to represent" (FASB 1980, 63). Exposure Draft departs "purports to represent"
of SFAC No. 2 's representational faithfulness in favor faithful representation requiring
depiction of economic reality (FASB 2008, QC7). Discarded "purports to represent" is
reassigned to verifiability. The mechanistic, precision based (Barth 2008, 1167) meaning
of verifiability, "verifiability means no more than several measurers are likely to obtain
the same measure," (FASB 1980, para. 89) is not found in Exposure Draft.
The meaning of the rearrangement should not be lost. In selecting information for
financial reporting, SFAC No. 2 requires information to be relevant and reliable.

Reliability in turn, required verifiability, representational faithfulness, and neutrality.
Exposure Draft and SFAC No. 8 note operation of verifiability in SFAC No. 2 may
exclude relevant information from financial reporting in that some information is not
verifiable (FASB 2008, BC2.28; 2010b, BC3.36), and accordingly, reduce stature of
verifiability in two ways. First, verifiability, under SFAC No. 2 embodied the singular
notion of correspondence between presentation and source (e.g., reviewing cancelled
checks and invoices). Exposure Draft not only allows for correspondence but also, if
correspondence cannot be determined, indirect verifiability (FASB 2008, QC21; see also
FASB 1980, para. 87) that "appropriate recognition or measurement method has been
applied." Secondly, Exposure Draft assigns verifiability to enhancing not fundamental
status. Verifiability, therefore, is not considered, under Exposure Draft, to be an essential
element of relevance nor faithful representation (FASB 2008, S5). Put another way,
Exposure Draft takes verifiability out of selection and makes it part of presentation
(FASB 1980, BC2.57). Thus, in Exposure Draft information no longer needs to be
verifiable to be selected for inclusion in financial reporting. The long-honored quality in
the U.S. that financial information be verifiable is not found in Exposure Draft. SFAC
No. 8 tepidly states verifiability "helps" assure users of correspondence and consensus
(FASB 2010b, QC26) and like the other enhancing qualities is "very desirable but not
necessarily required" (FASB 2010b, BC3.36). The resulting concept of information,
accordingly, will readily accept less-verifiable current values into financial reporting not
as supplemental disclosure but in the body of general purpose financial statements.
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Neutrality
Neutrality is the third attribute of reliability in SFAC No. 2 concept of information
quality. Neutrality prohibits useful information from containing bias (FASB 1980, para.
99). Other qualitative characteristics describe useful information's positive attributes.
However, neutrality is a negative quality as its meaning is stated and applied negatively.
As such, neutrality by itself does not create useful information but without the restraint of
neutrality, bias may enter unabated diminishing usefulness of information (Solomons
1989, 50).
Bias may result from deliberate misstatement of financial information for
fraudulent purposes or from misguided application of conservatism. Whatever the case,
lack of neutrality, prevents users from reaching informed opinions (PSASB 1990, para.
21). Discussing neutrality, ASBJ acknowledges interests of investors and management
are not aligned with one another. Thus, neutrality, requiring equitable treatment of
investors and management, plays an important role ensuring management bias does not
corrupt the financial reporting process (ASBJ 2006, chapter 2, para. 7).
Neutrality is more significant to the standard-setter than for those who apply
reporting standards. FASB states reporting standards cannot favor one economic or
political interest over another. Nonetheless, a reporting standard may exert an unexpected
bias on business practice, and thus be considered deficient (e.g. impede reliability). In
such cases neutrality is impaired and revisions in reporting standards are in order (FASB
1980, para. 106). But while neutral information cannot favor one economic or political
interest over another, neutral information may, nonetheless, have predetermined purpose.
Information loses the quality of neutrality when predetermined purpose becomes

predetermined result (FASB 1980, para. 98-110). For example, when, among a diverse
group of users, a reporting standard is drafted to exacting specification impacting a
distinct sub-group then neutrality is lost. But financial reporting cannot avoid affecting
human behavior. Naturally, if human behavior were not affected then the information
would be irrelevant. Neutrality is compromised if, with a specific end in mind,
information is engineered or presented to meet that end. SFAC No. 2 continues on the
subject of neutrality: "To be neutral, accounting information must report economic
activity as faithfully as possible, without coloring the image it communicates for the
purpose of influencing behavior in some particular direction" (FASB 1980, para. 100
italics in original). IASB defines neutrality as freedom from bias. And, like FASB, states
neutrality is lost when by selection or presentation financial

statements influence

decisions or evaluations in order to achieve a predetermined result or outcome (IASC
1989, para. 36).
ASB UK's notion of neutrality prohibits deliberate or systematic bias (ASB UK
1999, para. 3.15). AcSB's concept of neutrality notes bias is communicated with skewed
measurement or presentation. Measurement bias consistently overstates or understates
assets or liabilities. Presentation must not be made to unduly support interests of
particular users nor unjustifiably sustain economic and political objectives (AcSB 2008,
para. .21[c]).
Preliminary Views posits neutrality as "absence of bias intended to attain a
predetermined result or to induce a particular behavior" (FASB 2006a, QC27).
Whittington notes the "curious restriction" imposed by intent to influence (Whittington
2008a, 148). It may be inferred only intended bias is prohibited and bias stemming from

"natural optimism" would be allowed. Exposure Draft maintains neutrality materializes
with the absence of bias intended to attain a predetermined result or to induce a particular
behavior (FASB 2008, QC10). Neutral information is without bias in both selection and
presentation of information. For a depiction of information to be neutral it cannot be
"slanted, weighted, emphasized, deemphasized or otherwise manipulated" in an effort to
exert predetermined influence (FASB 2010b, QC14).
Summary Remarks
Under SFAC No. 2 information selected for financial reporting is relevant having
some degree predictive and/or confirmatory value and timeliness. In addition, selected
financial reporting information is reliable being verifiable, representationally faithful, and
neutral (FASB 1980). Under converged concept of information quality, information need
only be relevant to be selected for financial reporting. The remnant of reliability,
verifiability, is relegated to non-essential enhancing position in the converged concept of
information quality. Verifiability is no longer a required attribute of selected information;
predictive and confirmatory values alone make information eligible for financial
reporting (FASB 2010b).
It is also important to recognize faithful representation in the converged concept
of information quality is a "new qualitative characteristic" (Whittington 2008a). The new
designation results not from reordering the terms faithful and representation but from the
fact that the term, as presented in Preliminary Views (FASB 2006a), requires judgment
about real-world economic phenomenon instead of simply correspondence of a
representation to what it purports to represent (Whittington 2008a, 147). The converged
definition of faithful representation reads in relevant part:

Financial reports represent economic phenomena in words and numbers.
To be useful, financial

information not only must represent relevant

phenomena, but it also must faithfully represent the phenomena that it
purports to represent. (IASB 2010a, QC12)
While the phrase "economic phenomena" is used, that statement is similar to
"depiction of real-world economic phenomena" in Preliminary Views (FASB 2006a, S8,
QC16, QC18).
Noticeable too in Framework 2010, the reference to high levels of uncertainty
leading to estimates that "will not be particularly useful" (IASB 2010a, para. QC16).
Exploiting the reasoning one may speculate that reliability, disguised as a minimum
degree of faithful representation, has reentered the concept of information seeking to
qualify information "not particularly useful." Presumably such estimates could be
excluded from financial reporting, thus marking a return to trade-off assumption i.e.,
information must be relevant and reliable (lack uncertainty) to enter financial reporting.
This, of course, would rescind sequential approach which, after all, permits relevance and
faithful representation to act together in concert without rivalry (FASB 2006a, QC45).
Lastly, in Framework 2010 the Boards present additional insight into the meaning
of relevance. Predictive/confirmatory information is only consequential if it assists in
making new predictions or correct prior expectations (IASB 2010a, BC3.14). Information
unable to assist on a timely basis in making realistic reappraisal of prior predictions
cannot make a difference and is thus not relevant. An obvious application concludes that
repeated reporting of historical costs does not impart new information. New predictions
and reappraisals are not possible and accordingly, the information is not relevant. But
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reporting based on current and fair values reports to investors timely, relevant and
therefore useful information.

Presentation Qualities of Useful Information
Although required under SFAC No. 2, it is not sufficient that financial reporting
information be relevant and reliable (PSASB 1990, para. 31). Once information is
selected for financial

reporting it must be presented in an understandable manner to

facilitate comparisons. For financial reporting to be useful investors and creditors must be
able to make comparisons of financial

information. This implies that qualities of

comparability and understandability give rise to consistent recognition, measurement and
presentation and thus achieve useful financial reporting.
Comparability
Comparability is unlike any other qualitative characteristic of information in that
comparability justifies development of financial

reporting standards (FASB 2010b,

BC3.33; Schipper 2003, 62; Bratton 2004, 16; FASB 1999, 21; Simons 1972, 3). In the
absence of reporting standards two identical entities using their own internally generated
reporting standards may report significantly different results for the same class of
transactions (Gearin and Khandelwal 1995, 12; Solomons 1986b, 103). Difficulties in
assessing comparability in financial performance among enterprises constitutes the
principal reason for development of reporting standards. Financial reporting standards
applied consistently across enterprises facilitate comparability enabling efficient resource
allocation. If resource allocation decisions among competing enterprises were not being
made then comparability would not be necessary. Without reporting standards, enterprise
management could report in whatever manner amiable to themselves (Schipper 2003, 63;

55

FASB 1978; 1980). Without a large class of varied investors from whom capital
investment is sought, what reason would enterprises have for public disclosure?
In the United States, before the market decline of 1929, little if any comparability
among reports of traded enterprises existed. Without comparability financial statements
conveyed highly unreliable information. Poor investment decisions were made based on
inconsistent financial reporting standards (Herz 2010). Currently (June 2010),
convergence of global financial reporting standards is highly sought after. Without
comparable financial reports economically sound cross-border investment decisions are
difficult if not impossible. One may conclude the qualitative characteristic of
comparability is a primary motivator converging transnational financial reporting
standards. Writing in 1965, Havighurst stated the enormous importance of comparability
to "efficient capital markets and, therefore, to the functioning of the economy as a whole"
(Havighurst 1965).
Comparability is not a qualitative characteristic of information in the same sense
that, for example, representational faithfulness and predictive value are. As a qualitative
characteristic, comparability is a quality of the relationship between two or more objects
of financial reporting (FASB 1980, para. 116; 2008, QC17; 2010b, QC21; AcSB 2008,
.22). Moreover, comparability leads to processes discerning benchmarks, ranking
alternatives, and identifying trends among investment opportunities (FASB 1980, para.
111). Comparability has two dimensions, inter- and intra-enterprise comparability
(Powell 1965,683).
Inter-enterprise comparability enables equivalent examination and comparison of
two or more distinct financial reporting entities effecting discovery of similarities and

differences. In theory, SFAC No. 2 facilitates dissemination of reliable, predictive
decision useful information for use by investors and creditors evaluating alternative
opportunities and finalizing

investing and lending decisions. These decisions often

require comparison of two or more enterprises. Intra-enterprise comparability, on the
other hand, permits assessment of financial information of an enterprise against itself. In
this way examination of and contrast in enterprise performance across time and
identification of trends is facilitated (FASB 1980, para. 111-19; 2008, QC16; ASB UK
1999, para. 3.21-3.22; PSASB 1990, para. 5; ASBJ 2006, chapter 2, para. 11; Simons
1972, 16-17).
Comparability should not be confused with uniformity. Uniformity is simply a
means requiring firms to apply the same set of standards (DeFond et al. 2011, 242).
Unfettered uniformity begets rigidity which in turn impairs introduction of improved
reporting standards. But it is permissible to impair comparability if new reporting
standards improve relevance and reliability (IASC 1989, para. 39-42; FASB 2010b,
QC23; 2008, QC18; PSASB 1990, para. 34; ASBJ 2006, chapter 2, para. 12).
Interestingly, research has found improved cross-border comparability to be dependent
on "credible increase in uniformity" (DeFond et al. 2011).
The Australian concept of comparability states relevant and reliable financial
information at a distinct time, and circumstance and for a particular entity is not sufficient
for financial

reporting. For information to be relevant and reliable it also must be

comparability over time and entities (PSASB 1990, para. 31). Comparability also entails
adequate disclosure of accounting policies permitting users to assess comparability (ASB
UK 1999, para. 3.22; IASC 1989, para. 40; AcSB 2008, para. .23; ASBJ 2006, chapter 2,
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para. 12). To ensure comparability, CASC stipulates different enterprises to adopt
"prescribed accounting policies" (CASC 2006, article 15).
Institute of Chartered Accountants of Scotland (ICAS) places into perspective the
meaning of comparability under principles-based financial reporting. The rules versus
principles-based discussion admits that complete comparability in financial reporting is
never achieved (ICAS 2006, 3). Under a rules-based supposition comparability may very
well mean "all the same" but that end is not achievable under rules-based systems.
Simply put, rules-based standards do not guarantee comparability (ICAS 2006, 8;
ICAEW 2006, 5). Principles-based comparability requires "economic reality of similar
transactions and events be understood in a similar way by the users of financial
statements" (ICAS 2006, 8-9). Explanations of key judgments and assessments, in other
words, effective communication is essential to achieving this form of comparability under
principles-based financial reporting (ICAS 2006, 3). Regulators expect comparability in
financial reporting and in the past have mistakenly relied on rule-making to ensure it. For
principles-based reporting to operate effectively, regulators will have to accept a range of
acceptable solutions given a particular reporting problem (ICAS 2006,14)
Completeness and Comprehensiveness
Solomons (1989) argues representationally faithful presentation of an economic
phenomenon implies complete representation. But, complete representations of large,
multifactorial financial activities are often not feasible due to cost constraints.
Additionally, there is no assurance presentations of complex financial operations would
be understandable to users of general purpose financial statements. The key, then, is
application of materiality. All that representational faithfulness requires for completeness

is no material omissions of relevant information are made (Solomons 1989, 46).
Therefore, under this theory, completeness, appearing as an easily applied quality of
information, impacts understandability and representational faithfulness. SFAC No. 2
states if information is verifiable and representationally faithful, subject to materiality and
cost-benefit, a prima facie assumption exists the information is complete. However, as
FASB points out, a reliable map (with respect to veriflability and representational
faithfulness) that does not show the proper location of one bridge can do much harm
(FASB 1980, para. 79). Financial statements that do not include everything necessary for
faithful representation of transactions and events are potentially biased (AcSB 2008,
•21[c]).
Omissions of information effects relevance even if the omission does not directly
affect disclosed information. For example, failure to disclose continuous unprofitability
of a business segment has no effect on the reliability of presented information but from a
broader perspective reliability's quality of representational faithfulness is impaired since
information is not complete. The omission denies opportunity to assess management's
stewardship since failing business segments are not reported. The omitted information
cannot impact users' deliberations and, due to its absence, is irrelevant (FASB 1980, 80).
Thus, SFAC No. 2 posits completeness as critical to both relevance and reliability.
ASB UK posits completeness, within parameters set by materiality, as an attribute
of reliability (ASB UK 1999, para. 3.8[d]). Similar to SFAC No. 2, ASB UK contends
representational faithfulness and neutrality imply information is complete. Relevant,
reliable information not included for reasons other than materiality causes financial
statements to be false and misleading, that is to say, some relevant and reliable

59

information may be presented even though it lacks some degree of completeness.
Financial statements are highly aggregated summaries of complex financial activities and
therefore relevance and reliability may at times be acquired with completeness (ASB UK
1999, para. 3.16-3.17; IASC 1989, para. 38). PSASB concisely states general purpose
financial statements must include all relevant and reliable information provided the
information is material (PSASB 1990, para. 48). CASC determines completeness
referring to inclusion of all "important transactions or events that relate to financial
position, operating results, and cash flows" (CASC 2006, article 17). Exposure Draft
states completeness is suggested if information includes all matter necessary for faithful
representation of economic phenomena (FASB 2008, QC9).
Completeness involves representation of economic phenomena and is important
in developing fair values i.e. making sure all estimates of fair value take into account all
valid inputs (FASB 2006a, QC33). But in a larger sense, completeness includes
"everything about the entity necessary to understand the effects of all economic
phenomena pertinent to users' investment, credit, and similar resource allocation
decisions" (FASB 2006a, para. QC34). Thus, completeness may be defined as including
all information such that readers understand the economic reality influencing their
investment and lending decisions. SFAC No. 8 concisely defines completeness as a
"depiction that includes all information necessary for a user to understand the
phenomenon being depicted, including all necessary descriptions and explanations"
(FASB 2010b, QC13).
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Understandability
In regard to the qualitative characteristic of understandability, one proficient
investor commented:
You have to understand accounting and you have to understand the
nuances of accounting. It's the language of business and it's an imperfect
language, but unless you are willing to put in the effort to learn
accounting—how to read and interpret financial statements—you really
shouldn't select stocks yourself. (Warren Buffett as quoted in Buffett and
Clark 2008)
Framework 1989 considers understandability an "essential quality of information"
(IASC 1989, para. 25). Information is understandable if its significance can be perceived
by users exercising a reasonable knowledge of business, economics, and accounting and
are willing to diligently study information provided (FASB 1980, para. 40-41; ASB UK
1999; AcSB 2008, para. .19). Understandability may be enhanced by comparability
(FASB 2008, QC23). Users are assumed to possess the proficiency necessary to
comprehend contemporary financial reporting standards (PSASB 1990, para. 36). Since
not all users have reasonable knowledge or are unwilling to diligently study financial
matter, it stands to reason financial statements will not always be understood by all users
(ASB UK 1999, appendix III para. 24).
Understandability may depend on how information and other events are
aggregated, characterized, and classified in the financial statements (ASB UK 1999, para.
3.27) and in the way information is displayed (PSASB 1990, para. 36). Reducing
complex transactions to simplified terms is one option which may achieve

understandability but such reduction is not always possible. In simplifying information,
relevance and reliability should not be sacrificed (PSASB 1990, para. 37). Disclosure is
also important in facilitating understandability (38). CASC expects information to be
clear and capable of being explained and thereby readily useable (CASC 2006, article
14).
FASB argues, relevant information that is not available is similar to relevant
information that cannot be understood. It is possible for information to be relevant to a
user for an intended purpose but not be useful. For example, a traveler in a new land
attempts to read relevant information from a restaurant menu. Since the traveler cannot
understand the new language, the menu, although containing relevant information, is not
useful due to the language barrier. The traveler is just as well off without the menu as he
is with it (FASB 1980, para. 39).
By placing understandability at the top of the hierarchy between decision useful
information and decision-makers, FASB posits, under SFAC No. 2, understandability as a
characteristic both of relevant information and the decision-maker. Information, although
relevant is not useful to someone without understanding. On the other hand,
understanding on the part of the decision-maker is of no avail when relevant information
is not presented. It is also true understandable information must be judged in relation to
specific classes of users since various classes will possess varying levels of understanding
(FASB 1980, 2). Since FASB in SFAC No. 2 positions understandability as an userspecific quality Gore (1992, 68) suggests understandability should operate as a hurdle to
be met and surmounted by decision makers. The Japanese concept of information quality
does

not

discuss

understandability

since

understandability

is

"self-evident."

Understandability

achieves

significance

by

overlapping

into

other

qualitative

characteristics (ASBJ 2004, main text, para. 20).
Summary Remarks
Upon commissioning in 1973 FASB set out to create a conceptual framework to
guide standard-setting. During its salad days, FASB believed concepts would be helpful
in resolving financial

reporting questions not addressed in specific, promulgated

standards and provide boundaries of judgment in preparing financial reports (FASB 1976,
5-6). Whether resolving issues not directly addressed in extant reporting standards or
setting boundaries of judgment, FASB implicitly recognized the role of professional
judgment in the new regime. Even highly detailed, prescriptive standards (the type of
standard FASB did not want to write) will not possibly cover all circumstances. The
exercise of professional judgment, FASB believed, will always be necessary (Armstrong
1973, 844). It was thought that properly understood and applied concepts would guide
analysis of financial reporting questions by eliminating some alternatives and focusing on
others. If all goes well, application of concepts would create an environment of
"predictable analysis and judgment" by and for the accounting profession—so much so
that some confidence would exist that courses of action taken by preparers and auditors
under the concepts would be the same as or at least resemble that course resulting if the
standard-setter set forth a rule (FASB 1976, 6).
FASB, clearly and incisively, believed that for determining boundaries of
judgment for preparing financial statements, a conceptual framework cannot be so
detailed that virtually all financial

reporting questions are answered. If concepts are

overly prescriptive they become useless, mechanistic sets of rules where "judgment is

squeezed out" (FASB 1976, 7). If concepts derive from strictly dispassionate routine,
accounting ends may be met but financial reporting may well suffer. On the other hand, if
concepts are too subjective they serve no one and would not operate to guide financial
reporting. Ideally the conceptual framework would provide the parameters for applying
professional judgment. (FASB 1976, 7).
It appeared, therefore, the U.S. was on a tack forming a financial reporting system
based on pervasive concepts including a concept of information quality. Such a system
would ostensibly lead to principles-based financial

reporting standards. As matters

developed over the years the concepts, however, were mostly ignored by practitioners4
while a rigid book of overly prescriptive rules surfaced. Practitioners' disinterest can be
attributable to the fact that concepts were not GAAP and that accountants are not avid
consumers of conceptual products (Tweedie 1988, 3).
Professional judgment did not develop in the way and to the extent originally
envisioned. A litigious business environment in the United States required detailed rules
for financial reporting (Kripke 1989, 53). Further, Kripke believes CPA firms desired
limited choices in financial reporting to avoid a "race to the bottom." Hence, in 1984 an
organization of FASB, Emerging Issues Task Force (EITF), was formed to "assist the
FASB in improving financial

reporting through timely identification, discussion, and

resolution of financial accounting issues within the framework of existing authoritative
literature. . . EITF was designed to lessen the time consumed by FASB on addressing
narrow implementation, application, or other emerging issues that can be analyzed within

4

One study indicated that educators emphasized current GAAP and preparation for the CPA examination

over conceptual or theoretical topics (Smith 1986, 115). If a person is not taught concepts there is little
chance he or she will practice those concepts.

existing GAAP" (FASB n.d.-b). Final guidance provided by EITF is included in FASB
Accounting Standards Codification™. Ideally, implementation problems are expediently
dealt with before "divergent practices become entrenched" (FASB n.d.-b). Membership
in EITF is composed of ten to fifteen preparers and users of financial statements and
public accounting practitioners (FASB n.d.-a). Members derive primarily from public
accounting firms with other members being nominated by the Financial Executives
Institute and Institute of Management Accountants (SEC 2003b, II[A][iii]). To achieve
timely guidance, EITF historically considered in excess of twenty issues per year. By
2003 upwards of 434 issues had been addressed by EITF. These activities unfortunately
contribute to "a proliferation of standards often containing very detailed guidance" (SEC
2003b, II[A][iii]). In some respects EITF appears to be a reinvigorated APB.
The rules promulgated by EITF, while adding some value to financial reporting,
started FASB down the road to rules-based reporting in the U.S. (SEC 2003b, IV[D][i]).
Perhaps FASB was too responsive, even performing too well developing financial
reporting standards. A large, professional staff and ample budget provided opportunity
for "assiduous development of extensive and detailed illustrations, interpretations, and
instructions" (Benston 2003b, 1344-45; 2003a, 24). As a result, financial

reporting

standards in the U.S. developed into a menagerie of rules- and principals-based reporting
standards which some have insisted share culpability in financial

debacle of the late

1990s (SEC 2003b, I[A]). As the U.S. accounting regime approaches convergence with
International Financial Reporting Standards it will have to confront adoption of
principles-based financial reporting culture which, for one thing, will require higher
degrees of professional judgment. In addition, a financial reporting doctrine not entirely
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unknown in the U.S., true and fair view doctrine, may very well have to be considered as
part of that professional responsibility.

Current Values in Financial Statements
Adoption of Current Values Reflected in
Information Quality Concepts
FASB's first theory on information quality is established in SFAC No. 2 (FASB
1980). This information concept posits relevance and reliability as primary attributes of
decision-useful information. Trade-offs between relevance and reliability under FASB's
concept of information quality are permissible but not to the point that either quality is
entirely diminished (FASB 1980, 42) (Figure. 2.3 Panel A). IASB's first concept of
information quality is presented in paragraphs 24-46 of Framework 1989 (IASC 1989).
Framework 1989 theorizes trade-offs are necessary to achieve objectives of financial
reporting (IASC 1989, 45) (Figure. 2.3 Panel B). Both concepts were adopted by their
respective organizations.5 FASB issued SFAC No. 2 in May 1980 (FASB 1980) and
Framework 1989 was adopted by the IASB in April 2001 (IASC 1989). The two
concepts are characterized as 'trade-off concepts' since both permit trade-offs among
qualitative characteristics.

5

As of September 2010, SFAC No. 8 supersedes SFAC No.l and SFAC No. 2. At the same time IASB's

Framework 2010 superseded parts of Framework 1989.
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A
FASB SFAC No. 2 Concept of Information Quality
(Constrained by Materiality and Cost-Benefit)
j^JDecisionJWIakei^
Understandability

Decision Useful Information
Amounts, Timing and
Uncertainty of Cash Flows

Relevance

Predictive Value

Confirmatory Value

Reliability

Timeliness

Rep. Faithfulness

Neutrality

Comparability
(and Consistency)

B
IASB Framework 1989 Concept of Information Quality
(Constrained by Timeliness and Benefit and Cost)

Decision Useful Information
Amounts, Timing and Uncertainty of Cash Flows
Stewardship of Management

Comparability

Reliability

Relevance

Predictive Value

Faithful Rep.

Neutrality

Prudence

Understandabilit]

Confirmatory Value

Completeness

Materiality

Freedom from mat. error and bias

Figure 2.3 Trade-off Concepts of Information Quality
Note: Panel A represents the concept of information quality of FASB (FASB 1980). The
IASB concept of information quality is represented in Panel B (1ASC 1989). Both
concepts permit trade-offs among qualitative characteristics.
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FASB/IASB published in July 2006 Preliminary Views Conceptual Framework
for

Financial

Reporting:

Objective

of

Financial

Reporting

and

Qualitative

Characteristics of Decision-Useful Financial Reporting Information (Preliminary Views)
(FASB 2006a) (Figure. 2.4 Panel C). In this concept of information quality the Boards
adopted a sequential approach to applying the qualitative characteristics (Whittington
2008a, 146) which carried through in Exposure Draft and Framework 2010. Preliminary
Views, Exposure Draft, and Framework 2010 are referred to as 'sequential concepts.'
Preliminary Views constituted a first step marshalling international resources and
organizations in an effort to create internationally accepted concept of information
quality.
Replacing reliability, faithful representation, under sequential assumption, works
in concert with relevance; an approach in remarkable contrast to that of trade-off
concepts, SFAC No. 2 and Framework 1989. The sequential approach is further refined in
Exposure Draft (FASB 2008) (Figure. 2.4 panel D) and finalized in Framework 2010
(Figure. 2.5 Panel E).

c
Preliminary Views Concept of Information Quality
(Constrained by Materiality and Benefits and Costs)
Decision Useful Information
Amounts, Timing and
Uncertainty of Cash Flows

Understandability

Comparability

Faithful Representation

Neutrality

Verifiability

Completeness

Relevance

Predictive Value

Confirmatory Value

Timeliness

D
Exposure Draft Concept of Information Quality
(Constrained by Materiality and Benefits and Costs)
Decision Useful Information
Amounts, Timing and Uncertainty of Cash Flows
Stewardship of Management

Verifiability

Understandability

Comparability

Timeliness

Faithful Representation

Free from Material Error

Neutrality

Completeness

Relevance

Predictive Value

Confirmatory Value

Figure 2.4 Sequential Approach to Information Quality
Note: Panel C renders the concept of information quality of Preliminary Views (FASB
2006a). Panel D, diagrams Exposure Draft (FASB 2008) concept of information quality.
Both supplant reliability with faithful representation.
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E
Framework 2010/SFAC No. 8 Concept of Information Quality
(Constrained by Cost)
Decision Useful Information
Amounts, Timing and Uncertainty of Cash Flows
Stewardship of Management

Verifiability

Understandability

Comparability

Timeliness

Faithful Representation

Free from Material Error

Neutrality

Completeness

Relevance

Materiality

Predictive Value

Confirmatory Value

Figure 2.5 Sequential Approach to Information Quality
Note: Panel E diagrams converged concept of information quality (FASB 2010b; IASB
2010a). Sequential approach is maintained while materiality is considered an attribute of
relevance instead of pervasive constraint.

Sequential approach assumes linearity without competitiveness between relevance
and faithful representation. Reliability in SFAC No. 2 and Framework 1989 is discarded
in favor of faithful representation first in Preliminary Views and continuing in Exposure
Draft. These two changes, withdrawal of reliability in favor of faithful representation and
endorsement of the sequential assumption are significant. Working together they create
ambiance for adoption of current values in financial statements, which values are more
relevant to decision making but perceived as lacking in verifiability (Whittington 2008a,
146).
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Faithful Representation
Usurps Reliability
Preliminary Views abandons reliability in favor of faithful representation (Walton
2006, 340). The Boards concluded that then existing frameworks, SFAC No. 2 and
Framework 1989, did not convey the meaning of reliability with sufficient clarity to
avoid misunderstandings (FASB 2006a, BC2.13). The Boards noted persistent problems
stemming from an inability to adequately define reliability. For one thing, reliability in
Framework 1989 turns on faithful representation (Barth 2008, 1167) while in SFAC No. 2
reliability hinges more on verifiability than representational faithfulness. Assessing
reliability, U.S. constituents often over emphasize verifiability to the exclusion of
representational faithfulness. To alleviate apparent uncertain meaning of reliability, the
Boards replaced reliability with faithful representation (FASB 2008, para. BC2.12BC2.16). However, reliability and faithful representation should not be considered the
same.

Elevation of Faithful Representation
Framework 1989 states information is reliable "when it is free from material error
and bias and can be depended upon by users to represent faithfully that which it either
purports to represent or could reasonably be expected to represent" (IASC 1989, para.
31). SFAC No. 2 posits reliability as a function of verifiability, representational
faithfulness and neutrality (FASB 1980). The glossary in SFAC No. 2 defines
representational faithfulness as: "Correspondence or agreement between a measure or
description and the phenomenon that it purports to represent (sometimes called validity)"
(FASB 1980, 6). Both Framework 1989 and SFAC No. 2, therefore, define that attribute

of reliability referred to as representational faithfulness6 as the quality of information
ensuring information represents what it purports to represent.
In contrast, Preliminary Views defines faithful representation as that quality of
information depicting "real-world economic phenomena" (FASB 2006a, QC16)
"encompassing . . . substance of an economic phenomenon" (FASB 2006a, BC2.18).
Exposure Draft defines faithful representation as the quality of information "faithfully
representing the economic phenomena that it purports to represent" depicting the
"economic substance of the underlying transaction" (FASB 2008, QC7 italics added).
Framework 2010 requires report of economic phenomena in such manner that the
depiction represents the phenomena that it purports to represent (IASB 2010a, QC12). It
follows, Preliminary Views. Exposure Draft and Framework 2010, invoking economic
substance, elevate faithful representation to an "over-riding," more dominant level than
that of reliability as posited under SFAC No. 2 and Framework 1989 (Whittington 2008a,
146). Without question the "new qualitative characteristic" necessitates use of judgment
assessing "economic substance and real-world economic phenomena" instead of simply
the "accuracy with which information represents that which it purports to represent"
(Whittington 2008a, 147). Therefore faithful representation is not merely reliability
renamed. Faithful representation constitutes a new concept requiring an evaluation and
assessment of economic reality.

6

Framework 1989 renders the quality as faithful representation while SFAC No. 2 uses the phrase
representational faithfulness. Within the immediate context, two phrases refer to the same quality.
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Subordination of Verifiability
How then does the removal of reliability and insertion of faithful representation
effect the concept of information quality? First, note sequential concepts create two
classes of qualitative characteristics: fundamental (relevance and faithful representation)
and enhancing. Comparability and understandability are enhancing qualities in
Preliminary Views (FASB 2006a, QC46). Exposure Draft and Framework 2010 add
verifiability and timeliness to enhancing classification (FASB 2008; 2010b). Useful
information must be fundamental, meaning some degree of relevance, and faithful
representation must exist in useful information. Enhancing qualitative characteristics
distinguish more useful information from less useful information but are not integral to
useful information (FASB 2008, para. S4-5, QC15). Faithful representation, elevated to
fundamental status, becomes a dominant concept referring to "economic phenomena." It
follows that faithful representation requires judgments about economic phenomena and
economic substance which is a different, more complex, quality than that quality which
simply assesses whether information represents what it purports to represent (Whittington
2008a, 146-47). Further, in SFAC No. 2, verifiability is an attribute of the primary
quality, reliability. In sequential concepts, verifiability is moved from its fundamental
position to a less influential position of enhancing qualitative characteristic. Walton states
that the move advances representational faithfulness over verifiability (2006, 337).
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Accordingly, under sequential concepts, information can be relevant and faithfully
represented without considering the information's quality of verifiability7 (Whittington
2008b, 501) and, nonetheless, admitted to financial reporting.
Under SFAC No. 2 information must meet the qualities of relevance and
reliability. To some degree information must be predictive, confirmatory, timely,
verifiable, representationally faithful and neutral. Information meeting those qualities is
selected for use in financial reporting. In meeting the verifiability quality information
often binds itself to historical cost measurement and to recognition only when amounts
ascertained are verifiable. However, since relevant current value information may be
lacking the quality of verifiability, its use is generally limited to supplemental disclosure.8
Conversely, with less dependence on verifiability, sequential concepts permit selection of
relevant financial

information as useful information (Whittington 2008b, 501).

Verifiability is considered less important and, therefore, reclassified to enhancing
qualitative characteristic. Without resolute requirement for verifiability, the concept of
information quality changes; other choices of accounting measurement are permitted such
as current value measurement.

7

It should be noted that in Preliminary Views verifiability was positioned as an attribute of the

fundamental quality of faithful representation. Arguably, therefore, some degree of verifiability would be
required in information used in financial reporting (FASB 2006a, QC16). Comparability and
understandability were the two enhancing qualities in Preliminary Views (FASB 2006a, QC46).
8

This is not to say that amounts based on values other than historical cost do not find their way into
financial reporting (e.g. FASB 1993; 1998; 2006b; 2007).
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Report of Economic Reality Privileged
Over Certainty of Measurement
Framework 2010 concept of information quality considers relevance first since it
is essential. Faithful representation follows. Instead of possible trade-offs such as those
permitted under SFAC No. 2 and Framework 1989, the two work in concert, faithful
representation sequentially building on relevance. Exposure Draft states that once
relevant economic phenomena are identified, faithful representation depicts the
phenomena in financial reporting. Irrelevant information results if selected phenomena do
not relate to decision usefulness which is to say relevant information must have
predictive quality. Unfaithful representation is a consequence of a depiction not
corresponding to the phenomenon (FASB 2008, QC12-14). It may be observed
Preliminary Views does not acknowledge either attribute, relevance nor faithful
representation, at absolute levels. This omission ostensibly permits varying levels of
relevance and faithful representation enabling trade-offs. Applying sequential assumption
may permit selection of accounting methods with highest relevance which are then
subjected to faithful representation at minimum levels. It follows that greater degrees of
faithful representation above the threshold could result, albeit to a small degree, in less
relevance (Whittington 2008a, 146). Thus, competitiveness theoretically may still exist.
But whether the exchange one for the other is still possible is not so important than the
fact that the Boards privilege representation of economic reality over certainty of
measurement (Walton 2006, 338). Users may surmise the sequential approach opens the
door to current values in financial statements supplanting historical costs.

75

Quality of Information Dependent on Current Values
For so many years financial reporting has reported only representations of what
management and accountants consider economic reality. With some exception, the wellestablished practice in the U.S. is to permit transactions to develop and settle in terms of
historical cost before being included in financial statements. But, by delaying entry such
information is no longer timely and thus not relevant. For example, historical cost of
productive assets acquired several years in the past encompasses little if any predictive
value. Not only is relevance compromised but report of true economic performance of the
reporting entity is lost. To accomplish report of economic reality fair values rather than
historical costs are the better measure. It can be argued that information's quality is
dependent on use of current and fair value.
Advocacy for Current Values
Support for fair values in US financial reporting dates to at least 1920 when Paton
suggested supplemental statements accounting for "change in the value of money" and
reporting "true, comparative economic status of the enterprise" (Paton 1920, 4). In 1940,
Paton and Littleton suggested supplemental information on effects of general price
changes and enterprise earnings (Paton and Littleton [1940] 1970, 141). Chambers,
writing in 1955, stated "unrealistic assumption of monetary stability" (Chambers 1955,
22) as a source of indefensible practices in financial reporting. Monetary stability in times
past may have been a reality but to "preserve a time-honoured" system based only on its
longevity is not consistent with rationality (Chambers 1955, 22). Paton stated in 1971: "I
am firmly convinced that the most significant measure of any resource is what it is
currently worth" (Paton 1971, xi). With emphasis on reporting income, Chambers asks,

"Would current values, representing immediate economic consequence, in the place of
recorded costs, not more adequately meet the needs of various users?" (Chambers 1958,
58). Current values communicate economic reality, for example, enterprise ability to pay
debt (Chambers 1973b, 53). Subsequent SEC chief accountant, John Burton, favored
changes to the traditional accounting model to better report economic reality (Burton
1971). Since the end of World War II, Hepworth states continuing inflation "entirely
discredits financial

reporting" under historical cost accounting model. Further, as

economic reality should be reported, current cost accounting is one alternative achieving
that end (Hepworth 1977, 78-79).
Efficient world-wide capital markets depend on reporting standards reflecting
economic reality (Tweedie and Seidenstein 2005, 590). A long standing belief in the US
posits financial statements should reflect economic reality (Zeff 2007a, 10). For financial
reporting to report true economic substance, fair values rather than historical costs are the
better measure (Herz 2002; 2003a; 2009). The AAA notes challenges to usefulness of
historical cost accounting due to currency's inherent, inflationary instability. Using
historical cost, considered a low quality standard of value, balance sheets assemble dated
amounts that are not additive. Ensuing distortion prevents predictive quality of financial
reporting information (AAA 1951,468).
Penman (2007) suggests reasons for superiority of fair values over historical cost.
Fair values, applying to all entities, are not affected by entity specific factors and as such
are unbiased and consistent across time and enterprises. Secondly, income calculated
under fair value accounting is equal to the change in net assets and, theoretically, is
subject to less manipulation. A third preference for fair, current value is based on
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investors' need and concern for up-to-date values. The final, all encompassing reason
posits current and fair values are superior since they report true economic value of assets
and liabilities. Collins et al. (2002) studied the characteristics of high-quality reporting
standards. Their findings suggest a reporting standard's fidelity with economic reality
primarily determines the standard's quality (143). The issue is not whether current and
fair values are useful, but how to set criteria and parameters for reporting them (Dopuch
and Sunder 1980).
Financial Statements Reified
with Economic Reality
A current value reporting system, as contemplated by the Boards, considers all
"real-world economic phenomena" as candidates for inclusion in financial statements.
Unless information embodies economic reality it is not considered for inclusion in
financial statements. For example, amortization of intangible assets, deferral of revenues,
and other accounting conventions begetting items in financial statements having little in
common with economic reality are not considered for inclusion. If, on the other hand,
items of accounting convention possess sufficient form of representational faithfulness of
real-world economics they could, nonetheless, contribute to financial reporting (IASB
2005, para. 10).
Real-world economic phenomena are inputs into the process of considering
qualitative characteristics of decision-useful information (IASB 2005, para. 2). These
inputs include but are not limited to:
Resources, obligations, changes in resources or obligations, purchase
prices, sale prices, fair values, interest rates, tax rates, downside risks,
upside potentials, physical dimensions, new orders from customers or to
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suppliers, discoveries in the entity's laboratories, new production
processes, employees starting work or leaving, changes in inflation or
national income, and many more—that pertain in some way to the entity
preparing the financial report. (IASB 2005, para. 9)
The items above are "real-world" because they "actually exist rather than being
merely representations of what exists. The items are the terrain, not the map" (IASB
2005, para. 9).
But not all economic phenomena enter into financial statements. Economic
phenomena must further possess predictive or confirmatory value. The process seeking
predictive and confirmatory information for financial statements is iterative, repetitive,
and prioritized. The process is iterative since continuous search for alternatives uncover
more relevant information and repetitive since all pertinent economic phenomena are
considered. The process is prioritized and not random since predictive and confirmatory
information is searched for in the most obvious places. For example, the search first
focuses on assets and liabilities, transactions, and then other events (IASB 2005, para.
12). The Boards, therefore, endeavor to populate financial statements with current and
fair values reifying economic reality not just representations thereof.
Entry of Current Values into
Financial Statements
Standard setting is moving unalterably to a fair value model (Benston 2006, 466;
Barker 2004, 159). A major accounting firm, Ernst & Young states, "The IASB is intent
on introducing 'fair value' as the primary basis for measuring amounts reported in
financial statements" (Ernst & Young 2006, 2). Current values are increasingly finding
their way into IASB standards requiring a project developing a format for a

comprehensive income statement (Whittington 2005, 147). Walton (2006) considers the
standard-setters' use of fair values a means of reporting transactions in financial
statements earlier in their economic cycle. Acceleration of recognition in the accounts
enlarges enterprise financial borders and could introduce volatility since uncertain fair
values are not subject to management's discretion, and, therefore, do not lend themselves
to earnings management. Further, users develop new and different perceptions when
unreliable fair value measurements report economics of incomplete transactions rather
than waiting for the certainty of completion (2006, 338). Benston et al. (2007, 236) state
fair value accounting will likely beget misleading financial

statements, debase of the

value of audits, and denigrate accountants' reputations for integrity and expertise. Hence,
interpretation and perception of financial information under Framework 2010 could
significantly change even to the point of disorientation of investors (Benston et al. 2007)
and unsettling of markets (DiPiazza et al. 2008b, 3).
Writing in 1984, Tweedie and Whittington stated, "The future development of
accounting for changing prices must be consistent with this framework [FASB
conceptual framework]" (Tweedie and Whittington [1984] 2009, 175). The statement is
important in two ways. First, it foretells the inevitable introduction of current values
supplanting historical costs in financial statements; and second, it recognizes authority of
conceptual frameworks in forming financial reporting standards.
Summary Remarks
Current and fair value reporting is controversial since "more relevant information
is more volatile information" being justified by the axiom 'approximately correct
information is better than precisely wrong information' (Ward 2007, 57). Without

question, as smoothing and stabilization devices are eliminated and use of more fair and
current value measurement materialize, those acclimated to traditional financial reporting
will experience sea change in their outlook on analysis of financial reports (Tweedie
2003, 722). The difference between uncertainty and volatility should be remembered. A
financial item such as spot foreign exchange rate is capable of precise determination i.e.,
its measure is reliable. But the measure is subject to high volatility as market conditions
change. Volatility indicates changing markets and does not mean measurements over
time are unreliable (AcSB 2005, para. 93). Under fair value balance sheets fluctuate with
markets though some ability to assess performance is lost (Vaquier and Liot 2007, 51).
During IASC's formative years a minority of members of IASC Board argued current
values in financial statements would lead to attainment of objectives of financial
statements as set out in Framework 1989 (Cairns 2001, 9).
Unquestionably, financial statements reporting volatile economic events may
adversely impact capital markets. But it is regulators and investors not financial reporting
standard-setters who should commit to market corrections (Herz 2009). Reporting
standards should not be amended simply because they achieve the end of reporting
economic reality. If reporting standards are so changed it would place in considerable
doubt their quality of faithful representation, neutrality and most of all predictive value
(Sprouse 1987). Volatility exists and is closely aligned with uncertainty in capital
markets resource allocation decisions (Gore 1992). Concealing market truths and their
effects through manipulative reporting standards creates unrealistic impression of
stability in enterprise performance and absence of uncertainly in resource allocation
decisions both of which are remarkably noncommonsensical conclusions.

Financial statements using repeated historical costs from year to year do not
report new information (Chambers 1973a). Lacking new information under historical cost
reporting prevents decision makers from forming new predictions and thus such
information does not make a difference and is, accordingly, not relevant (FASB 2010b,
BC3.14). Arbitrary accounting rules mandating depreciation rates reliably predict
depreciation charges. But this sort of predictive value has no meaning in regard to
predicting future enterprise economic performance. Dated asset values in presenting
predictive value are an absurdity, accordingly depreciable property is better reported with
values calculated under current values. True and fair view doctrine takes up this argument
stating "real state of affairs" of financial position and earnings is only given through
application of current and fair values (Chambers and Wolnizer 1991; 1990; Flint 1982;
Ryan 1967).
FASB and IASB apparently are vacating trade-off, selective concept of
information quality preferring sequential, presentation concept and in the process creating
opportunity for introduction of current and fair values into financial statements (Barker
2004; Benston 2006; Ernst & Young 2006; Walton 2006; Whittington 2005). Trade-off
concepts emphasize selection of information superintended by accountants. In the case of
SFAC No. 2 information must be, to some degree, relevant and reliable (including
verifiability) while Framework 1989 requires accountants to select comparable, relevant,
understandable, and reliable (but not necessarily verifiable) information. Trade-off
concepts lead to rigorous requirements of recognition in financial statements. FASB and
IASB concepts of asset recognition require a degree of control, attachment to past
transaction and expectation of future cash flow inflow. Trade-off concept of SFAC No. 2
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is supportive, through application of verifiability, of historical cost accounting (Tweedie
and Whittington [1984] 2009).
Framework 2010 moves in a new direction with sequential, presentation approach
to concept of information quality. If information is relevant it is admitted to financial
reporting since no requirement of verifiability exists. Fundamentally, relevant
information is then faithfully represented in the financial statements. Enhancing
attributes, verifiability, comparability, understandability and timeliness are non-essential.
Sequential, presentation approach surrenders selection prerogative to financial statement
users. Users are willing to purchase more relevance, in the form of current, fair values,
with verifiable, dated historical amounts. FASB and IASB opt for reporting economic
reality facilitated through current and fair values purchased with certainty of
measurement of past transactions. Report of managed, narrated earnings under trade-off,
selection concept is displaced by sequential, presentation concept reporting economic
reality which may precipitate volatility in financial reporting. Stewardship accounting
may well be impaired by this shift in emphasis. Past transactions and performance, all but
ignored by sequential approach, is important in assessing stewardship. But if the new
financial reporting paradigm effectuates transparency in financial reporting could not the
additional "light" benefit evaluation of managements' stewardship? Will stewardship
reporting be better served by considering all "real-world economic phenomena?"

I/S Success Measures and IQ Models
Delone and McLean (1992) posit six dimensions of information systems (I/S)
success: system quality, information quality, use, user satisfaction, individual impact, and
organizational impact. System quality focuses on desired characteristics of the
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information

system.

These

characteristics

reflect

mostly

engineering

oriented

performance indicators (DeLone and McLean 1992, 64). Use and user satisfaction entails
analysis of interactions between information product and users/decision makers (DeLone
and McLean 1992, 62). Individual impact is that which influences management decisions
and is closely related to improving departmental performance (62). But individual impact
is also posited as improving understanding of the decision context, producing change in
user activity, improving decision making ability or changing decision makers' perception
of the information system (DeLone and McLean 1992, 69). Organizational impact is
simply information's impact on organizational performance.
Research in information quality (I/Q) directs attention to quality of information
produced by an information system (DeLone and McLean 1992, 62). In Figure 2.6,
Delone and McLean's six dimensions of I/S success are rearranged suggesting an
interdependent success construct involving both time related and causal influences
(DeLone and McLean 1992, 83). System quality and information quality singularly and
in combination influence use and user satisfaction. Further, use and user satisfaction
interact whether positively or negatively. Use and user satisfaction are predicates of
individual impact. Individual impact should exert some influence on organizational
impact (DeLone and McLean 1992, 83-87).
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Figure 2.6 Delone and McLean's Six Dimensions of I/S Success
Source: Adopted from Delone and McLean (1992 87).

Gallagher (1974) posited three basic approaches to value information. The first
approach valued information after consequences of the use of the information are known
and available. The second approach was limited to programmed decisions. To value
information under this alternative, the evaluator must know the decision rule and related
economic consequences of each choice. The third approach employed the user or
decision maker to estimate information value. Although the third approach was subject to
user bias and inaccuracy, it was used by Gallagher to develop semantic differential scales
measuring quality of I/S reports (Table 2.1).
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Table 2.1
Gallagher (1974) Semantic Differential Scales
Scale
Ouantitv
Oualitv-Format

Attribute
ComDlete-incomolete
Enough-insufficient
Readable-unreadable
Orderlv-disordered
Logical-illogical
Clear-unclear
Simple-complex

Ouality-Reliabilitv

True-false
Reliable-unreliable
Valid-invalid

Timeliness
Cost

Accurate-inaccurate
Current-outdated
Timelv-untimelv
Concise-rambling
Efficient-inefficient

Zmud (1978) investigated the dimensionality of the concept of information.
Derived dimensions of information formed four classes: Overall relevancy, relevancy
components, quality of format and quality of meaning (Table 2.2). Overall relevance
included the attribute of usefulness. Relevancy was the most complex of the dimensions.
Relevancy included reliability, validity, and materiality. Interestingly, the information
format dimension included as separate attributes arrangement of information and its
readability. The final dimension, quality of meaning, was information's reasonableness
and logic. The dimensions were considered useful assessing MIS reports (Zmud 1978).
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Table 2.2
Derived Dimensions of Information Zmud (1978)
Quality of information

Overall Relevance—applicable, helpful, needed, significant,
useful

Relevancy components

Accurate—accurate, believable
Factual—factual, true
Quantity—complete, effective, material, sufficient
Reliable/Timely—current, reliable, timely, valid

Quality of format

Arrangement—orderly, precise
Readable—clear, convenient, readable, simple

Quality of meaning

Reasonable—logical, sensible

Source: Zmud (1978, 191)

Ahituv (1980) raised fundamental questions about research in information quality
and the value of information. First, whose value is in question? Is it value to an
individual, a team, an organization or some other group? Next, is information value that
which is perceived by users? If information value is value to the user, how is that value
measured? Is it measured by measuring marginal improvement after receiving the
information or by theoretical means? Lastly, who makes the evaluation of information
quality? Should the evaluation be made by users and decision makers continuously or expost? Would it be more appropriate for an objective, external evaluator, recognizing all
parameters, to perform an ex-ante analysis? Ahituv suggested five

qualitative

characteristics

relevance,

measuring

information

quality:

accuracy,

timeliness,

aggregation, and format (medium, ordering, and graphic design).
Bailey and Pearson (1983) develop measures for computer user satisfaction. Four
of the most important factors in user satisfaction were accuracy, reliability, timeliness,
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and relevancy. Note these factors relate to system output and information products and
services. Table 2.3 reports the semantic differentials used to measure these factors.

Table 2.3
Four Important Measures of Computer User Satisfaction
Accuracy: The correctness of the output information
accurate vs inaccurate
high vs low
consistent vs inconsistent
sufficient vs insufficient
Reliability: The consistency and dependability of the output information.
consistent vs inconsistent
high vs low
superior vs inferior
sufficient vs insufficient
Timeliness: The availability of the output information at a time suitable for its use.
timely vs untimely
reasonable vs unreasonable
consistent vs inconsistent
punctual vs tardy
Relevancy: The degree of congruence between what the user wants or requires and
what is provided by the information products and services.
useful vs useless
relevant vs irrelevant
clear vs hazy
good vs bad

Srinivasan (1985) tested the relationship between user perceived effectiveness
measures (user satisfaction) and behavioral measures of system effectiveness (system
use). Report content (relevance of outputs to decisions) considered the qualitative
characteristics of accuracy, relevance, adequacy and understandability of report contents.
Report content was significantly related to user type (ordinal measure: light, average,
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heavy user). Srinivasan concluded users are motivated to use an information system if
resulting reports are relevant to users' decisions and are understandable, adequate and
accurate.
Wixom and Watson (2001) tested the relationship between information quality
and individual impacts in the context of data warehousing. Information quality was
operationalized as accuracy, comprehensiveness, consistency, and completeness of
information provided by the data warehouse. Individual impacts were considered
decision making support and effectiveness and quality of work. Results indicated a
significant

association

between

information

quality

and

individual

impact.

Implementation factors shaping information quality included management support, active
champion support, committed resources (money, people, and time), user participation,
team skills source systems, and development technology.
Redman (2001) citing Juran (1964) posits a definition of data quality: "Data are of
high quality if they are fit for their intended uses in operations, decision making, and
planning. Data are fit for use if they are free of defects and possess desired features"
(Redman 2001, 73). Data [information] quality is thus tightly woven to end users'
intended use and it is users who evaluate data's quality. The same information can be put
to many uses and as information is highly useful in one context it may be must less useful
in other circumstances. Information fit for its intended use possesses several attributes
built around freedom from defects and certain features (Figure 2.7).
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Figure 2.7 Redman (2001) Information Quality Model

Wang et al. (1995) proposed an attribute-based IQ Model providing a conceptual
framework for understanding the characteristics that define data quality (351). Under this
IQ Model, users assessed data's quality for usefulness or fitness for its intended purpose.
Wang et al. proceeded on the assumption that data quality should be evaluated by
understanding the characteristics that define data quality. Four characteristics are
theorized defining data quality: accessible, interpretable, useful and believable (350)
(Figure 2.8).
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Figure 2.8 Wang et al. (1995) Hierarchy of Data Quality Dimensions

credible

Accessibility is posited as a function of the information system and usefulness a
function of user and application domain interaction. This leaves interpretability and
believability in which accuracy is suggested as the most obvious dimension in data
quality (Wang et al. 1995, 350). Besides accuracy, timeliness, completeness, currency
and consistency are key dimensions of data quality (Wang et al. 1995, 350; Ballou and
Pazer 1987; Huh et al. 1990).
Interpreting Figure 2.8, users must first be able to access data which means data
must exist in some form permitting its availability to users. Interpretability means, "the
user understands the syntax and semantics of the data" (Wang et al. 1995, 351). Third,
the information must be useful in that it can be used as input to decision making
processes. Useful data is relevant, that is, it meets the requirements for making the
decision at hand. In addition, to be useful, data must be available on a timely basis. One
reasons that data delivered too late for making a decision loses significance. Timeliness is
also defined by its currency. Data, although timely delivered, must still belong to the time
actually passing. A second attribute of timeliness is non-volatility. Non-volatile data
remains valid relatively longer than volatile data. Users, assessing believability, consider
data's completeness, consistency, credibility, and accuracy.
Wang and Strong (1996) empirically developed a conceptual framework of data
quality. The framework captured in four dimensions the qualities of data important to
data consumers. Intrinsic data quality is that quality which data possess in its own right.
Contextual data quality requires consideration of information quality within the context
of the task at hand. Representational data quality and accessibility data quality emphasize
the importance of the role of systems (Figure 2.9).
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Figure 2.9 Wang and Strong (1996) Conceptual Framework of Data Quality

Accuracy and objectivity alone are not sufficient to form intrinsic value.
Believabiiity (extent to which data are accepted or regarded as true, real, and credible)
and reputation (extent to which data are trusted or highly regarded in terms of their
source or content) are also integral parts of intrinsic data quality. Contextual data quality
demands that data be considered according to the specific task at hand. This suggests
parameterization of data will improve its usefulness. Representational data quality
implies conciseness and consistency. But, for data consumers to perceive usefulness of
data, it must also be understandable and interpretable. Lastly, as data consumers access
data through electronic networks, accessibility should not be presumed but treated as
quality of data (Wang and Strong 1996, 20-21).
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Lee et al. (2002) review academics' view of information quality categorizing
pertinent literature using Wang and Strong (1996) conceptual framework of data quality.
(Lee etal. 2002, 135) (Table 2.4).

Table 2.4
Lee et al. (2002) Academics' View of Information Quality
Intrinsic IQ
Wang and
Strong
(1996)

Accuracy,
believability,
reputation,
objectivity

Contextual IQ
Value-added,
relevance,
completeness,
timeliness,
appropriate amount

Representational IQ
U nderstandabil ity,
interpretability, concise
representation,
consistent
representation

Zmud
(1978)

Accurate,
factual

Quantity, reliable /
timely

Arrangement,
readable, reasonable

Jarke and
Vassiliou
(1997)

Believability,
accuracy,
credibility,
consistency,
completeness

Relevance, usage,
timeliness, source
currency, data
warehouse
currency, nonvolatility

Interpretability syntax,
version control,
semantics, aliases,
origin

DeLone
and
McLean
(1992)

Accuracy,
precision,
reliability,
freedom from
bias

Importance,
relevance,
usefulness,
informativeness,
content,
sufficiency,
completeness,
currency,
timeliness

Understandability,
readability, clarity,
format, appearance,
conciseness,
uniqueness,
comparability

Goodhue
(1995)

Accuracy,
reliability

Currency, level of
detail

Compatibility,
meaning, presentation,
lack of confusion

Ballou and
Pazer
(1985)

Accuracy,
consistency

Completeness,
timeliness

Wand and
Wang
(1996)

Correctness,
unambiguous

Completeness

Source: Lee et al. (2002, 134)

Meaningfulness

Accessibility
Accessibility,
ease of
operations,
security

Accessibility,
system
availability,
transaction
availability,
privileges

Accessibility,
assistance, ease
of use (of h/w,
s/w),
locatability
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Bovee (2004) extends I/S information quality research by appropriating from
SFAC No. 2 the qualitative characteristic of relevance. Research was conducted in the
context of health care claims processing. The sub-attribute, currency, explained just over
35% of the variance in relevance and was highly significant with a stable path . But,
surprisingly, relevance of information was not significant to information quality (367).
Using survey data from business information users Bovee (2008) empirically
tested the proposed IQ Model from the Exposure Draft (Figure 2.10).
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Figure 2.10 Exposure Draft IQ Model, Bovee (2008)

CHAPTER 3

RESEARCH METHODOLOGY
Hypotheses Development
With respect to the independent variables, FASB and IASB divided qualitative
characteristics of decision useful information into two categories: fundamental and
enhancing. Fundamental characteristics are relevance and faithful representation. The
enhancing characteristics include verifiability, comparability, understandability and
timeliness. The dependent variable is decision usefulness. Decisions contemplated were
those concerning amounts, timing and uncertainties of future cash flows.
In Framework 2010 and SFAC No. 8, IASB and FASB opted out of previous
simultaneous, trade-off models of information quality in favor of sequential approach
(Whittington 2008a, 146). In sequential approach relevance is considered first since it is
essential and is followed by consideration of faithful representation. These two working
in tandem bring about decision usefulness. Relevant financial reporting information is
that information having predictive value or confirmatory value. Predictive value emerges
when usefulness in evaluating and positing future financial outcomes is evidenced.
Confirmatory value provides feedback about previous evaluations. A third attribute of
relevance is materiality. Information is material if its omission or misstatement could
influence resource allocation decisions (FASB 2010b; IASB 2010a).
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In light thereof the following hypotheses were set forth:
Hi:

Relevance will have a positive significant relationship to decision
usefulness.

H2:

Predictive value will have a positive significant relationship to
relevance.

H3:

H4:

For financial

Confirmatory value will have a positive significant relationship to
relevance.
Materiality will have a positive significant relationship to
relevance.
reporting information to be decision useful it must not only be

relevant but it must also be faithfully represented which is to say it must faithfully
represent the phenomena that it purports to represent. Faithful representation is made
more effective by the qualities of completeness, neutrality, and free from error (FASB
2010b; IASB 2010a). Therefore, the following hypotheses were posited:
H5:

Faithful representation will have a positive, significant
relationship to decision usefulness.

He-

Completeness will have a positive, significant relationship to
faithful representation.

H7:

Neutrality will have a positive, significant relationship to faithful
representation.

Hg:

Free from error will have a positive, significant relationship to
faithful representation.

Since both relevance and faithful representation are essential and fundamental to
financial reporting and one is followed by the other it can be argued they "work in
concert with one another" (FASB 2010b; IASB 2010a; Whittington 2008a). A variable in
an information quality model such as faithful representation can be said to mediate
insofar as it accounts for the relationship between relevance and decision usefulness
(Frazier et al. 2004). Given two variables involved in a cause and effect relationship "a
mediator is a third variable that links [that] cause and effect" (Wu and Zumbo 2008, 368).
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Mediational analysis attempts to "identify the intermediary process that leads from the
independent variable to the dependent variable" (Wu and Zumbo 2008, quoting Muller et
al. 2005). Put another way the independent variable causes the mediator which in turn
causes the dependent variable. Language used in the concepts statements appears to
support positioning faithful representation as a mediator to the relationship between
predictive value and decision usefulness. It may be hypothesized that the inclusion of
faithful representation should partially mediate the relationship between predictive value
and decision usefulness (criterion). Partial mediation occurs when the inclusion of a
mediator variable causes the coefficient of the predictor to the criterion to diminish but
remain statistically significant. The following hypothesis was set forth:
H9:

Faithful representation will partially, significantly mediate the
relationship between relevance and decision usefulness.

The qualities of verifiability, comparability, understandability, and timeliness
enhance decision useful information and should, therefore, bear a positive relationship to
decision usefulness. Accordingly, the following hypotheses were posited:
H10:

Verifiability will have a positive, significant relationship to
decision usefulness.

H] 1:

Comparability will have a positive, significant relationship to
decision usefulness.

H12:

Understandability will have a positive, significant relationship to
decision usefulness.

Hi3:

Timeliness will have a positive, significant relationship to
decision usefulness.

Statistical Analysis Method
Partial Least Squares (PLS) statistical methodology was utilized in this study.
PLS affords "causal modeling aimed at maximizing the explained variance of the

dependent latent constructs .... and additionally evaluates the data quality on the basis
of measurement model characteristics" (Hair et al. 2011, 139-40). PLS permits testing of
"complete theories and concepts" (Hair et al. 2011, 139) and returns meaningful results
even with small sample sizes (Hair et al. 2011, 143; Henseler et al. 2009, 283). Normality
in data is not a requirement of PLS. Accordingly, PLS uses nonparametric bootstrapping
to create a sample from which the standard error is derived for each path model
coefficient. With that information statistical significance via student's t-test can be
calculated (Hair et al. 2011, 147-48). Software used was SmartPLS 2.0 (Ringle et al.
2005) and PLS Graph 3.0 (Chin 2001).
A PLS model with latent constructs has two components (Hair et al. 2011;
Henseler et al. 2009). First, the measurement or outer model describes the paths between
each latent construct and its associated observed indicators. Second, the structural model
which is also referred to as the inner model defines the paths between latent constructs
(Hair et al. 2011).
Measurement Model
PLS path modeling offers two kinds of measurement models: reflective and
formative (Henseler et al. 2009, 285). The formative model depicts causal relationships
from the indicators to the respective latent variable and may be referred to as cause
indicators since they cause the latent variable (Diamantopoulos and Winklhofer 2001).
Their associated loadings are called outer weights in PLS (Hair et al. 2011, 141). On the
other hand, the reflective model depicts causal relationships from the latent constructs to
indicators. Reflective indicators are considered functions of the latent construct and
changes therein are reflected in changes in the indicator (also known as manifest)
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variables. Their associated loadings are called outer loadings in PLS (Hair et al. 2011,
141). The measurement model employed by this research includes only reflective
indicators. Table 3.1 summarizes the number of indicators for each construct.

Table 3.1
Constructs and No. of Indicators
Construct

Abbr

No. of Indicators

Relevance

RLV

5

PV

6

Confirmatory value

CNF

5

Materiality

MT

7

Faithful
representation

FR

7

Completeness

CPL

7

Neutrality

NT

6

Free from error

FE

4

Verifiability

VRF

5

Comparability

CMP

6

Understandability

UND

7

Timeliness

TM

7.

Decision Usefulness

DU

6

Predictive value

As suggested by Hair (Hair et al. 2011) and Henseler (Henseler et al. 2009) the
reflective measurement model was evaluated in terms of its reliability and validity.
Construct reliability often focuses on construct's internal consistency (Hair et al. 2011).
One measure of internal consistency is composite reliability (CR) (Chin 1998; Fornell
and Larcker 1981) which is "a measure of the overall reliability of a collection of

heterogeneous but similar items" (Chen and Singpurwalla 1996). Hair (2011) suggests
CR as a better indicator of internal consistency in PLS since CR, unlike Cronbach's
alpha, does not assume that all indicators are equally reliable (Henseler et al. 2009).
Citing Nunnally and Bernstein (1994), Hair suggests satisfactory levels of CR at 0.60 to
0.70 in exploratory research and values from 0.70 to 0.90 in advanced research. Values
returned at levels less than 0.60 indicate lack of reliability. Accordingly, the data's
reliability was assessed with composite reliability and Cronbach's alpha scores.
In addition, each indicator's individual reliability was tested by evaluating its
standardized loading which should be 0.70 or higher. Loading below 0.70 should be
considered suspect and considered for possible removal. Removal, however, should only
be consummated if resulting reduction in content validity is acceptable (Hair et al. 2011;
Henseler et al. 2009).
Construct validity was assessed in terms of convergent and discriminant validity.
Convergent validity exists when measures that theoretically should be related to one
another are in fact so observed which is to say the "measures represent one and the same
underlying construct which can be assessed through their unidimensionality" (Henseler et
al. 2009, 299). On the other hand, discriminant validity exists when measures that
theoretically should not be related are so observed as not related. Discriminant validity is
complementary to convergent validity insofar as "two conceptually different concepts
should exhibit sufficient difference i.e. the joint set of indicators is expected not to be
unidimensional" (Henseler et al. 2009).
Convergent validity was tested with average variance extracted (AVE). AVE
measures the amount of variance captured by the construct due to measurement error
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(Fornell and Larcker 1981). If AVE returns a value less than 0.50 then variance due to
measurement error is greater than that captured by the construct. Therefore, Fornell and
Larcker (1981) recommend an acceptable level in AVE as 0.50 or higher.
Two tests for discriminant validity were performed. First, Fornell and Larcker
(1981) theorize that a latent construct shares more variance with its assigned indicators
than with other latent constructs in the structural model. Accordingly, in statistical terms
discriminant validity is supported where the square root of AVE exceeds the intercorrelations of the construct with the other constructs in the model (Chin 1998; Fornell
and Larcker 1981). Accordingly, the square root of each construct was computed and
compared with its inter-correlations. Secondly, evidence of discriminant validity arises
when indicators' loadings are higher than all cross loadings (Hair et al. 2011; Wetzels et
al. 2009; Henseler et al. 2009). Thus, a table of loadings and cross-loadings was tabulated
to facilitate this comparison.
Structural Model
The structural model in PLS embodies the recursive paths between latent
constructs. In essence, the model is recursive since PLS does not permit causal loops
(Hair et al. 2011, 141). The structural model also distinguishes exogenous and
endogenous constructs. Exogenous constructs have no structural path relationships
pointing at them. Thus, exogenous constructs are not determined by other constructs in
the model. Endogenous constructs are those which are explained by other constructs
(Hair et al. 2011). The constructs used in this study are accordingly classified as set out in
Table 3.2.
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Table 3.2
Classification of Constructs
Construct

Reflective of...

Exogenous / Endogenous
Exogenous

Relevance
Predictive value

Relevance

Endogenous

Confirmatory value

Relevance

Endogenous

Materiality

Relevance

Endogenous

Faithful representation

Endogenous

Completeness

Faithful representation

Endogenous

Neutrality

Faithful representation

Endogenous

Free from material error

Faithful representation

Endogenous

Verifiability

Exogenous

Comparability

Exogenous

Understandability

Exogenous

Timeliness

Exogenous

Decision Usefulness

Endogenous

Two important evaluation criteria for structural model are the R2 measures and
significance of the path coefficients (Hair et al. 2011). Henseler et al. (2009, 303) state
the coefficient of determination R

is the "essential criterion" for assessment of

endogenous latent variables. Since PLS is prediction oriented levels of R2 should be high
(Hair et al. 2011). Constructs having a R2 of at least 0.67, 0.33 and 0.19 are described,
respectively, as substantial, moderate, and weak (Chin 1998). If an endogenous latent
construct is explained by only a few, for example, one or two exogenous latent variables
a level of R2 of something less than substantial may be acceptable. However, if several
exogenous latent variables explain an endogenous latent variable then a higher R should

be expected. Of course, lower results cast dispersion on "theoretical underpinnings and
demonstrate that the model is incapable to explain the endogenous latent variable(s)"
(Henseler et al. 2009, 303-04).
Individual path coefficients of PLS structural modeling can be interpreted as
standardized beta coefficients of ordinary least squares regression (Henseler et al. 2009;
Hair et al. 2011). Statistical significance of the path coefficient can be assessed through
the t-statistic derived through bootstrapping (Hair et al. 2011). Essentially, estimated
values for path relationships in the structural model can be evaluated in terms of their
sign, magnitude, and statistical significance (Henseler et al. 2009).
A third assessment of the structural model's usefulness relates to the model's
ability to predict. A measure of predictive relevance is Stone-Geisser's Q2 (Stone 1974;
Geisser 1975). Succintly, Stone-Geisser's Q2 posits the model must be able to provide a
prediction of the endogenous constructs' indicators. Q2 is obtained by using a
blindfolding procedure which is a resample technique that omits every dth data point part
and uses the resulting estimates to predict the omitted part. The cfth data point may be
referred to as the omission distance. Important to implementation is the choice of d.
Dividing the number of observations in play by d cannot result in an integer (Hair et al.
2011; Henseler et al. 2009). Q2 exists in two varieties: cross-validated redundancy and
cross-validated communality. Cross-validated redundancy is preferred since it uses
estimates of both the structural model and measurement model for data prediction (Hair
et al. 2011). Henseler et al. (2009) agree with the conclusion that blindfolding procedure
to obtain cross-validated redundancy as opposed to cross-validated communality fits PLS
path modeling approach like "hand in glove" (Henseler et al. 2009; quoting Wold 1982).
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Q2 was calculated for each endogenous variable. Hair et al. (2011) suggest omission
distance of between 5 and 10. Seven was used in this research.
A common method for assessing mediation first requires a predictor having a
significant relationship with an outcome. It is then determined whether introduction of a
mediator variable significantly reduces the strength of the relationship between the
predictor and outcome (Meyers et al. 2006). Figure 3.1 describes the relationships.

f Predictor
j

_

RLV

i Outcome !
I
DU
I

I

Predictor
RLV

Outcome
DU

Mediator
FR

Figure 3.1 Paths in Mediation Models

If c' is not significant then there is full mediation. If c' is significantly smaller than
c but still greater than zero, then, evidence of partial mediation exists. Mediation effect is
denoted by c - c' and is equal to ab. Significance of ab was assessed by dividing it by its
standard error term. That division yielded a z score for the mediated effect.
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Data Collection
Data for this study was collected via a Zoomerang survey of U.S. accountants.
Survey items were those developed by Bovee (2008). A 9-point Likert scale anchored on
Very Strongly Disagree (1) to Very Strongly Agree (9) was used to measure response to
each survey item. Two reliability check questions were included in the survey instrument.
Both questions required that particular item to go unanswered. These questions were
placed in the survey to identify those survey-takers who were not paying adequate
attention to the task at hand. Of 460 surveys returned 199 respondents responded to at
least one reliability check question. Obviously those surveys could not be counted on as
reliable and were excluded leaving 261 reliable surveys. Of the 261 three more surveys
were excluded since they displayed signs of inattention, e.g. noticeably repetitive
response patterns. The final number of surveys used was 258. The survey instrument is
disclosed in Appendix A. The survey also included demographic information
summarized (Table 3.3). Chapter 4 reports results of these tests.
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Table 3.3
Respondent Demographic Information
Panel A Gender
Gender
Male

117

Female

135

Panel B Professional experience
Years of professional experience
10 or fewer

45

11-20

64

21-30

81

31-40

58

More than 40

9

Panel C Education level
Highest level of education
Associate

30

Bachelor

139

Master

169

Doctorate

1

Other

18

Panel D Role in financial reporting
Self-ranking of role in financial reporting
First

Second

Third

Attestator of financial statements

15

43

86

Preparer of financial statements

100

50

34

User of financial statements

87

90

39

CHAPTER 4

RESULTS OF EMPIRICAL TESTS
Correlations among the constructs are presented in Table 4.1. As documented in
the remainder of this dissertation, reference to these correlations were made as deemed
necessary in the circumstances. Next, results of the tests of reliability and validity of the
data are presented. Thereafter, hypotheses are evaluated.

Reliability and Validity of the Data
Composite reliability (CR) and Cronbach's alpha are reported in Table 4.2.
Evidence supporting assumption of construct internal consistency exists as it is noted that
all CR and Cronbach alpha's returned a value greater than 0.70. The minimum CR is
0.8398 and minimum Cronbach alpha is 0.7664. Indicator loadings are reported on Table
4.3. Of the eighty indicators, twelve loaded below 0.70. Of that, ten loaded higher than
0.50 with seven of those loading higher than 0.60. Those ten indicators were retained in
the interest of content validity. The remaining two indicators (FaithRep5 and Relv5)
loading below 0.50 were exempted. As reported in Table 4.2 all constructs except
comparability exhibit AVE of greater than 0.50. AVE for comparability is just below
0.50 at 0.4963. Accordingly, the test of AVE lends some evidence of convergent validity.
As indicated in Table 4.3 all loadings exceeded their cross loadings.
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Table 4.1
Correlations

Construct

CMP

CPL

CNF

DU

FR

FE

MT

NT

PV

RLV

TM

UND

Comparability

CMP

1.000

Completeness

CPL

0.668

1.000

Confirmatory Value

CNF

0.479

0.512

1.000

Decision Usefulness

DU

0.539

0.558

0.515

1.000

Faithful Representation

FR

0.496

0.678

0.562

0.531

1.000

Free from Error

FE

0.499

0.559

0.449

0.804

0.536

1.000

Materiality

MT

0.256

0.332

0.415

0.213

0.280

0.255

1.000

Neutrality

NT

0.299

0.397

0.334

0.370

0.623

0.345

0.174

1.000

Predictive Value

PV

0.456

0.464

0.474

0.743

0.486

0.729

0.255

0.370

1.000

Relevance

RLV

0.432

0.422

0.487

0.465

0.440

0.400

0.451

0.353

0.462

1.000

Timeliness

TM

0.385

0.506

0.434

0.546

0.593

0.523

0.332

0.635

0.522

0.407

1.000

Understandability

UND

0.444

0.451

0.376

0.728

0.411

0.704

0.214

0.354

0.679

0.412

0.509

1.000

Verifiability

VRF

0.379

0.416

0.487

0.470

0.564

0.419

0.368

0.572

0.478

0.431

0.634

0.458
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Table 4.2
Composite Reliability, Cronbach's Alpha, AVE and Q1
Construct

Composite
reliability

Cronbach's
alpha

AVE

Q2

Relevance

0.8398

0.7664

0.5151

NA

Faithful Representation

0.9502

0.9388

0.7315

0.1411

Decision Usefulness

0.9447

0.9296

0.7405

0.3187

Predictive Value

0.9174

0.8917

0.6501

0.1336

Confirmatory Value

0.9023

0.8644

0.6497

0.1512

Materiality

0.9036

0.8738

0.5753

0.1125

Completeness

0.9243

0.9045

0.6358

0.2880

Neutrality

0.9361

0.9163

0.7128

0.2727

Free from Error

0.8747

0.8053

0.6437

0.1806

Verifiability

0.9511

0.9364

0.7958

NA

Comparability

0.8533

0.7932

0.4963

NA

Understandability

0.9493

0.9375

0.7281

NA

Timeliness

0.9549

0.9445

0.7518

NA

Table 4.3
Loadings and Cross-loadings

Indicator Indicator text
Compare
1
r

ZaSy t0
detect differences

CMP CPL

CNF

DU

FR

FE

MT

NT

PV

RLV

TM

UND

VRF

0.810 0.476 0.367 0.442 0.356

0.429 0.174 0.224 0.321 0.289 0.275 0.363 0.262

0.588 0.579 0.207 0.338 0.425

0.316 0.117 0.269 0.269 0.240 0.289 0.261 0.214

0.741

0.481 0.336 0.335 0.354

0.322 0.217 0.184 0.240 0.281 0.262 0.262 0.213

0.612 0.457 0.238 0.285 0.354

0.247 0.155 0.197 0.260 0.263 0.256 0.312 0.273

Q 8Q5

Q 3g4

0.421 0.266 0.228 0.465 0.411 0.314 0.351 0.347

is comparable with
Compare6 other financial
0.635 0.381 0.378 0.362 0.302
reporting information

0.332 0.126 0.166 0.327 0.282 0.233 0.315 0.278

Compare2 is not complete
Compare3
r

alwaysmakes

comparisons easy

makes identification
Compare4 of similarities
difficult
Compare5

Complete 1

!t easy to
identity trends

1S as

complete as
possible

Q 48()

QMg

Q 4?1

0.576 0.836 0.445 0.502 0.597

0.490 0.309 0.338 0.391 0.348 0.394 0.386 0.403

is complete enough
Complete2 to make a good
decision

0.588 0.802 0.476 0.515 0.574

0.493 0.348 0.328 0.385 0.341 0.401 0.404 0.392

includes everything
Complete3 necessary to make a
decision

0.547 0.789 0.431 0.417 0.514

0.416 0.258 0.320 0.360 0.375 0.362 0.357

0.275

Table 4.3 (Continued)

Indicator Indicator text

CMP CPL

CNF

Complete4 *s missing critical
r
information

0.549

0.309 0.441 0.504

0.442 0.163 0.328 0.406 0.321 0.436 0.384 0.306

Complete5 is always complete

0.499 0.811 0.395 0.414 0.546

0.412 0.267 0.310 0.331 0.321 0.400 0.318 0.303

0.460

0.388 0.303 0.297 0.316 0.293 0.362 0.278 0.318

Complete6

omitsn°thin8

material

0.786

DU

FR

0.794 0.465 0.384 0.556

Complete? ^ ftequently missing
something important

FE

MT

NT

PV

RLV

TM

UND

VRF

0.479 0.181 0.296 0.404 0.333 0.480 0.393 0.312

Confirm1

often has feedback

0294 0.372 0.769 0.399 0.396

0.351 0.283 0.152 0.331 0.321 0.305 0.248 0.323

Confirm2

gently helps
0.384 0.417 0.835 0.399 0.413
confirm expectations

0.342 0.378 0.222 0.377 0.429 0.298 0.324 0.367

Confirm3

helps confirm or
change prior
expectations

0.440 0.451 0.864 0.472 0.514

0.420 0.318 0.314 0.454 0.402 0.434 0.384 0.495

Confirm4

often confirms or
corrects past
evaluations

0.415 0.408 0.826 0.388 0.495

0.328 0.356 0.310 0.376 0.406 0.375 0.256 0.398

0.384 0.412 0.730 0.424 0.481

0.374 0.325 0.341 0.362 0.349 0.334 0.292 0.371

DecUsel

is completely useless 0.453 0.449 0.462 0.890 0.435

0.643 0.157 0.291 0.640 0.386 0.459 0.578 0.389

DecUse2

is very useful

0.724 0.236 0.315 0.682 0.403 0.461 0.652 °-448

Confirms

value

evaluate past events

0.489 0.496 0.522 0.893 0.489

Table 4.3 (Continued)

Indicator Indicator text

CMP CPL

DecUse3

js not capable of
being used

0>401

0.422 0.384 0.847 0.431

0.629 0.119 0.336 0.603 0.411 0.519 0.633 0.393

DecUse4

is always suitable for
decision making
0.487 0.568 0.445 0.801 0.500
purposes

0.726 0.211 0.315 0.593 0.363 0.423 0.630 0.401

DecUse5

is seldom useful

0.451 0.459 0.372 0.854 0.443

0.639 0.132 0.332 0.607 0.391 0.496 0.587 0.358

DecUse6

1S a*ways

0.495 0.484 0.466 0.874 0.486

0.772 0.231 0.318 0.701 0.417 0.464 0.666 0.431

in

making a decision

FaithRepl ^always true to the

CNF

DU

FR

FE

MT

NT

PV

RLV

TM

UND

VRF

0 410

0 580

0 439

0 390

0.853

0.402 0.197 0.612 0.363 0.316 0.528 0.308 0.507

0 404

0 549

0 475

0 512

0.840

0.490 0.248 0.610 0.420 0.357 0.573 0.394 0.520

0.408 0.549 0.491 0.417 0.885

0.461 0.236 0.572 0.405 0.383 0.505 0.337 0.494

FaithRep4 Mthfolly represents
what it purports to

0.851

0.482 0.226 0.504 0.443 0.367 0.456 0.359 0.439

seldom corresponds ^
_ .
x , ,,
t? M.n c * ^
r
Exempted from further
FaithRep5 to the items of
, .
. A
^
analysis
J
interest

0.490

FaithRep2

1S a comPletelyvaild

measure

always faithfully
FaithRep3 represents the
economic details

is a completely faithful
FaithRep6 representation of events 0.425 0.594 0.462 0.402 0.825
in the real world

0.414
0.406 0.260 0.441 0.336 0.378 0.439 0.301

Table 4.3 (Continued)

Indicator Indicator text

CMP

CPL

CNF

DU

FR

Q44g

Q 613

0 510

0 524

0 860

0.507 0.244 0.494 0.479 0.430 0.527 0.407 0.477

fully depicts the
FaithRep8 substance of the
items of interest

0.471 0.640 0.517 0.451 0.846

0.449 0.264 0.492 0.442 0.367 0.511 0.343 0.521

is always based on
FreeMatErlthe best available
information

0.438 0.501 0.397 0.757 0.481

0.847 0.250 0.324 0.679 0.406 0.482 0.657 0.424

FreeMatEr21S Sel^m SufflCiently 0.209 0.289 0.143 0.289 0.263
error tree

0.538 0.138 0.184 0.310 0.152 0.322 0.376 0.160

is always accurate
FreeMatEr3enough for decision
making

0.454 0.490 0.423 0.733 0.445

0.890 0.226 0.313 0.639 0.289 0.461 0.585 0.394

FreeMatEr4is accurate enough

0.447 0.481 0.409 0.693 0.488

0.881 0.189 0.266 0.633 0.365 0.405 0.599 0.315

Material 1 ^ ^ large enough
to make a difference

Q UJ

FaithRep7

closely

corresponds
to what it represents

Q2gg

Q

g

0.248

FE

MT

NT

PV

RLV

TM

UND

VRF

0.172 0.696 0.113 0.123 0.340 0.216 0.080 0.177

Material

important
enough to matter

Material

must be significant
enough to be
considered

0.130 0.235 0.331 0.085 0.158

0.131 0.868 0.067 0.116 0.318 0.173 0.074 0.240

Material4

could influence my
decision if it was
omitted

0.267 0.204 0.370 0.204 0.178

0.215 0.614 0.152 0.240 0.291 0.284 0.171

0.243 0.766 0.057 0.239 0.296 0.163 0.205 0.204

0.354

Table 4.3 (Continued)

Indicator Indicator text

CMP

CPL

CNF

DU

FR

FE

MT

NT

PV

RLV

TM

UND

VRF

Material

musJbe matenal t0
my decision

0.182

0.239 0.274 0.147 0.204

0.170 0.787 0.190 0.145 0.358 0.280 0.167 0.284

Material6

could influence my
decision if it was
misstated

0.303 0.260 0.335 0.263 0.258

0.211 0.701 0.207 0.305 0.346 0.361 0.231 0.440

Material7

must be significant
enough to impact my 0.214 0.323 0.319 0.166 0.262
decision

0.209 0.846 0.115 0.185 0.382 0.261 0.197 0.241

js completely free
from bias

0 6l9

0.366 0.199 0.894 0.334 0.374 0.569 0.348 0.543

Neutral2

is slanted toward one
set of interests over 0.278 0.369 0.256 0.342 0.528
another

0.319 0.080 0.845 0.361 0.285 0.587 0.344 0.489

NeutraB

is free from prejudice 0.239 0.330 0.298 0.298 0.550

0.304 0.238 0.901 0.285 0.307 0.549 0.290 0.507

Neutral4

is unbiased in the
selection of what is
reported

0.299 0.395 0.345 0.360 0.578

0.313 0.162 0.884 0.369 0.290 0.574 0.331 0.526

Neutral5

|SC0™Pletely
impartial

0.256

0.337 0.317 0.333 0.535

0.290 0.173 0.899 0.325 0.371 0.560 0.318 0.503

Neutral6

selectively influences
decisions towards a 0.116 0.152 0.060 0.112 0.323
particular outcome

0.076 -0.060 0.602 0.151 0.093 0.337 0.095 0.270

often helps determine
mture actions

0.702 0.228 0.382 0.827 0.443 0.490 0.584

Neutral1

Predict 1

0 2g5

Q 41()

Q 374

QMg

Q 336

Q 50Q

0m

0 705

0 534

0.532

Table 4.3 (Continued)

Indicator Indicator text

CMP CPL

CNF

DU

FR

Predict2

usually has predictive
value

Q 368

0428

0.582

0.404

0.555 0.240 0.277 0.799 0.329 0.404 0.525 0.379

Predict3

often helps predict
future matters of
interest

0.360 0.418 0.410 0.601 0.449

0.586 0.199 0.316 0.806 0.301 0.435 0.519 0.395

Predict4

seldom has predictive
value

Q 368

q.369

0.584 0.188 0.324 0.847 0.404 0.449 0.577 0.369

Predict5

selcJom helps
0.289 0.225 0.200 0.421 0.213
evaluate future events

0.439 0.218 0.174 0.696 0.296 0.293 0.463 0.238

Predict6

seldom helps form
expectations about
the future

0.394 0.369 0.348 0.617 0.395

0.616 0.164 0.280 0.852 0.394 0.423 0.597 0.351

Relvl

must be capable of
making a difference
in my decisions

0.333 0.347 0.400 0.317 0.346

0.275 0.422 0.236 0.303 0.755 0.316 0.281 0.319

Relv2

need not pertain to
decisions

0 144

0.156

0.105 0.187 0.195 0.181 0.572 0.173 0.158 0.126

Relv3

must relate to my
decision-making
purposes

0.306 0.212 0.339 0.287 0.256

0.276 0.351 0.175 0.280 0.795 0.197 0.321 0.206

Relv4

is seldom related to
my decision making
needs

0.406 0.417 0.387 0.525 0.422

0.421 0.223 0.362 0.518 0.747 0.425 0.427 0.417

„ , c
Relv5

can be unrelated to „
. .
, .
x
, ..
, . Exempted
from further analysis
t,
r
J
the
decisions at hand

0 412

Q 351

0 170

0 157

0.623

0.160

0.351

FE

MT

NT

PV

RLV

0.427

TM

UND

VRF

Table 4.3 (Continued)

Indicator Indicator text

CMP CPL

CNF

DU

FR

FE

MT

NT

PV

RLV

TM

UND

VRF

Relv6

must reduce
uncertainty in my
decision

0.277 0.287 0.382 0.269 0.317

0.258 0.410 0.256 0.282 0.693 0.273 0.217 0.377

Timelyl

is seldom timely

0.262 0.320 0.275 0.448 0.387

0.417 0.136 0.482 0.419 0.258 0.788 0.428 0.478

Timely2

is always available in
time to affect
0.329 0.463 0.372 0.476 0.525
decisions

0.432 0.314 0.564 0.427 0.368 0.877 0.408 0.566

Timely3

is always timely

0.334 0.408 0.320 0.429 0.495

0.430 0.314 0.528 0.425 0.299 0.856 0.367 0.537

Timely4
J

!S^vailabl®toolate t0 0.313 0.419 0.407 0.457 0.477
influence decisions

0.449 0.247 0.504 0.466 0.367 0.827 0.465 0.511

Timely5

1S available

J

when

Q3J7

0 5%

QA3{

Q 487

Q 61()

0.472 0.295 0.575 0.488 0.414 0.890 0.450 0.569

needed

Timely6

1S reported

q.377

0 461

0 372

0.467

0.549

0.450 0.308 0.596 0.416 0.332 0.891 0.464 0.569

Timely7

|s received m time to
impact decisions

QM2

Q

QMX

Q 541

0 5g5

0.517 0.376 0.598 0.515 0.411 0.932 0.498 0.611

1S imP°ssible

0.369 0.378 0.332 0.631 0.348

0.562 0.126 0.231 0.567 0.282 0.339 0.819 0.349

Undstand2 is easy to understand 0.391 0.398 0.329 0.633 0.346

0.637 0.243 0.310 0.595 0.298 0.435 0.881 0.405

J

J

Undstandl

without
undue delay

comprehend

to

is difficult to
Undstand3 comprehend its
meaning

0.396
0.366 0.338 0.310 0.594 0.335

0.550 0.155 0.301 0.589 0.359 0.424 0.873

Table 4.3 (Continued)

Indicator Indicator text
Undstand4

1S ®omf]let,e1^

understandable

Undstand5 ^ difficult to grasp
its meaning

CMP

CPL

CNF

DU

FR

0.393 0.443 0.375 0.641 0.403

FE

MT

NT

PV

RLV

TM

UND

VRF

0.649 0.245 0.358 0.575 0.394 0.480 0.881 0.431

369

0 352

0.288 0.623 0.314

0.591 0.133 0.277 0.580 0.386 0.456 0.873 0.387

0 3g9

Q 352

0 306

0 353

0.588 0.176 0.299 0.607 0.373 0.400 0.805 0.385

0

Undstand6

18 impo881^

Undstand7

ltsmea«in8is
completely clear

0.368 0.431 0.301 0.587 0.378

0.622 0.190 0.337 0.542 0.350 0.510 0.838 0.381

Verifyl

can be cross-checked
against the things it 0.441 0.455 0.527 0.542 0.587
represents

0.486 0.329 0.606 0.531 0.486 0.648 0.520 0.909

Verify2

measures could be
repeated for
confirmation

0.345 0.361 0.412 0.395 0.531

0.365 0.335 0.519 0.414 0.378 0.588 0.414 0.922

Verify3

could be confirmed
by repeated
measurement

0.238 0.277 0.361 0.312 0.465

0.295 0.267 0.476 0.357 0.281 0.514 0.341 0.849

0 31g

0 360

Q 431

Q 4{)9

Q 476

0.352 0.359 0.427 0.384 0.330 0.535 0.335 0.876

0 291

0 356

0 397

om

0 486

0.314 0.330 0.489 0.394 0.360 0.508 0.384

understand

to

Verify4

preparations methods
can be vermed

Verify5

measures could be
verined

0631

0.90

Table 4.4
Square Root of AVE Set Against Inter-correlations.
Construct

CMP

CPL

CNF

DU

FR

FE

MT

NT

PV

RLV

TM

UND

Comparability

CMP

0.896

Completeness

CPL

0.668

0.898

Confirmatory Value

CNF

0.479

0.512

0.928

Decision Usefulness

DU

0.539

0.558

0.515

0.847

Faithful Representation

FR

0.496

0.678

0.562

0.531

0.855

Free from Error

FE

0.499

0.559

0.449

0.804

0.536

0.893

Materiality

MT

0.256

0.332

0.415

0.213

0.280

0.255

0.898

Neutrality

NT

0.299

0.397

0.334

0.370

0.623

0.345

0.174

0.871

Predictive Value

PV

0.456

0.464

0.474

0.743

0.486

0.729

0.255

0.370

0.925

Relevance

RLV

0.432

0.422

0.487

0.465

0.440

0.400

0.451

0.353

0.462

0.718

Timeliness

TM

0.385

0.506

0.434

0.546

0.593

0.523

0.332

0.635

0.522

0.407

0.839

Understandability

UND

0.444

0.451

0.376

0.728

0.411

0.704

0.214

0.354

0.679

0.412

0.509

0.944

Verifiability

VRF

0.379

0.416

0.487

0.470

0.564

0.419

0.368

0.572

0.478

0.431

0.634

0.458

Note: Amounts on diagonal are square root of respective AVEs.

VRF

0.919
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The square root of each AVE is set against inter-correlations in Table 4.4. A disposition
of discriminant validity is supported since in no case does the square root of an AVE fall
below their associated inter-correlations. Results indicate a fair measure of construct
reliability and validity.
As to the structural model, evidence was found that the model has predictive
relevance since each Q2 value returned was greater than zero (Table 4.2). Each path
coefficient of the final model (Model 4) was positive and significant. The final model
consisting of relevance and faithful representation together with enhancing qualities of
verifiability and comparability explains 43.1% of the variance in decision usefulness.
Tests of Hypotheses
Chapter 3 developed thirteen hypotheses related to the concept of information
quality stated by Framework 2010. The section below will report on statistical tests of
those hypotheses. Model 1 (Figure 4.1) was framed to test the basic question whether
relevant information is significantly related to decision usefulness.

Predictive Value

Confirmatory Value

Relevance

Decision Usefulness

Materiality

Figure 4.1 Model 1 - Relevance and Decision Usefulness
Note: Path coefficients are shown along connecting lines. Amounts within circles are
constructs' R2 values./* * < 0.05;p ** < 0.01;/? *** < 0.001;p **** < 0.0001
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Results of Model 1 indicate a positive, significant coefficient for the path from
relevance to decision usefulness explaining 21.5% of the variance in decision usefulness.
Results also report significant statistical relationship between relevance and predictive
value, confirmatory value and materiality. Thus Hi, H2, H3, and H4 are supported.

Predictive Value

0.214

Confirmatory Value
0.487 *«*
0.237

Decision Usefulness

Relevance

7^

0.440 ****

0.286 «»**
0.349

Faithful Representation

Materiality

f
'

0.203

0.193

1
0.536 ***•

Completeness

0.623 ****

Free from Error

Neutrality
0.460

0.287

Figure 4.2 Model 2 - Test of Fundamental Qualities
N o t e: p * < 0.05; p ** < 0.01; p *** < 0.001; p **** < 0.0001

Next, Model 2 tests the relationship of the two fundamental constructs, relevance
and faithful representation, with decision usefulness to appraise hypotheses

H5, H6, H7

and Hg (Figure 4.2). Model 2 is configured by adding faithful representation to Model 1.
Results indicate faithful representation to be positively and significantly related to
decision usefulness. Similarly, the variables completeness, neutrality and free from error
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are significantly related to faithful representation. Accordingly, hypotheses Hs, H6, H7
and Hg are supported.
The final phase of tests of hypotheses analyzed the effect of the enhancing
qualities in concept of information quality. Namely, verifiability, comparability,
understandability and timeliness are added to Model 2 with the result designated Model 3
(Figure 4.3)

Understandability

Comparability

Verifiability

Predictive Value

0.510 "**

Timeliness

0169 •»
0.214
0.462 •»"

-0.015
0.113

Confirmatory Value

Relevance
0.078

0.440 »*«

0.630

(Decision Usefulness

Faithful Representation
0.145 *

Materiality
0.451
0.193
0.203

£.536 ••••

Completeness

0.623

Free from Error
Neutrality

0.460

0.287
0.389

Figure 4.3 Model 3 - Test of Fundamental and All Enhancing Qualities
Note: p * < 0.05;p**<0.0\;p *** < 0.001;/? **** < 0.0001

In reference to Model 3, both verifiability and timeliness are not significant.
Surprisingly verifiability has a negative coefficient. Comparability and understandability
are significant with relatively strong coefficients. Most importantly, introduction of
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enhancing qualities resulted in the path coefficient from relevance to decision usefulness
to drop to insignificance. Additionally, while remaining significant, the level of
significance of the path coefficient from faithful representation to decision usefulness fell
precipitously. An inquiry of correlations among latent constructs (Table 4.1) revealed a
strong correlation between understandability and decision usefulness (0.728). Such a high
correlation indicates the two variables measure the same phenomenon and accordingly
create confounding effects.
Since understandability is an enhancing quality its exclusion from the final model
is justified in so far that enhancing qualities are helpful but not required to achieve
decision usefulness. And it can be argued that understandability is more a quality of users
of financial reporting information than the information itself (e.g., Gore 1992, 68). When
understandability was excluded, the path coefficient for relevance to decision usefulness
returned to significance. However, the significance of the path coefficient from faithful
representation to decision usefulness fell to insignificance. Further reference to Table 4.1
indicated a correlation between timeliness and faithful representation of 0.593. Since
timeliness is an enhancing quality its exclusion may be justified on the same grounds as
the removal of understandability (noted earlier). Removal of timeliness permitted the path
coefficient from faithful representation to decision usefulness to return to statistical
significance. The result is Model 4 (Figure 4.4) utilizing the two fundamental variables
(relevance and faithful representation) and the two surviving enhancing variables
(verifiability and comparability).
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Comparability

Verifiability /

\

\

y

0.296 •***
0.214
0.161 «

0.462 »»»•

Relevance

Confirmatory Value
0.487

0.171 ••

0.237

0.431

0.440

Decision Usefulness

Faithfiil Representation
0.219 «

Materiality
0.451 •**•
0.193
0.203

Completeness

0.623 »*»«

Free from Error

Neutrality
0.460

0.287
0.389

Figure 4.4 Model 4 - Fundamental Qualities and Two Enhancing Qualities
Note: p * < 0.05;p ** < 0.01;/> *** < 0.001;p **** < 0.0001

The final model maintains the fundamental qualities posited by FASB and IASB
as relevance and faithful representation. Hio and Hn are supported since verifiability and
comparability are both significant. As to the mediation hypothesis, calculations on
statistical significance of ab, the mediating effect, returned a z score of 5.16 (p < 0.0001)
(Preacher n.d.) supporting H9 of a significant, partial mediation of the relationship
between relevance and decision usefulness by faithful representation. Table 4.5
summarizes hypotheses and their outcomes. Hypotheses H12 and Hn are not reported
since neither is part of the final model. The next and final chapter will discuss these
findings in relation to supporting theory.
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Table 4.5
Hypotheses and Their Outcomes
Hypothesis

Outcome

Hi:

Relevance will have a positive, significant relationship
to decision usefulness.

Supported

H2:

Predictive value will have a positive, significant
relationship to relevance.

Supported

H3:

Confirmatory value will have a positive, significant
relationship to relevance.

Supported

Materiality will have a positive, significant
relationship to relevance.

Supported

H5:

Faithful representation will have a positive, significant
relationship to decision usefulness.

Supported

H6:

Completeness will have a positive, significant
relationship to faithful representation.

Supported

H7:

Neutrality will have a positive, significant relationship
to faithful representation.

Supported

Hg:

Free from error will have a positive, significant
relationship to faithful representation.

Supported

Faithful representation will partially, significantly
mediate the relationship between relevance and
decision usefulness.

Supported

H4:

H9:

H10: Verifiability will have a positive, significant
relationship to decision usefulness.

Supported

Hi 1: Comparability will have a positive, significant
relationship to decision usefulness.

Supported

CHAPTER 5

DISCUSSION
This final chapter presents a brief summary of the dissertation followed by
findings of the research. The chapter closes with implications for FASB/IASB and US
practice as well as some concluding remarks.

Summary
As noted above, Framework 2010 was tested using PLS methodology. PLS was
particularly useful since it makes no great demand on sample size (Chin 1998). Survey
items developed by Bovee (2008) were used to measure the various constructs contained
in the information quality model. Data collection was accomplished through a
Zoomerang panel of US accountants. Of 460 surveys returned, 258 were usable (202
were excluded as they showed apparent inattention to survey items). The several tests of
reliability and validity of the data returned favorable results.

Findings
Both predictive value and confirmatory value were significantly related to
relevance with near equal coefficients. Predictive value assists in rendering estimates of
future prospects concerning amounts, timing and uncertainty of future cash flows. This,
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of course, forms quintessence of decision usefulness for potential investors: the ability to
form predictions of future cash flows. Yet results suggest that confirmatory value is just
as important to decision makers in making resource allocation decisions.
Neutrality, completeness and free from error were all significantly related to
faithful representation. That neutrality is strongly associated with faithful representation
should not be surprising. If financial statements are slanted strongly to one perspective
(such as managements' perspective in the case of earnings management) and thus lack
neutrality their faithful representation is highly questionable. Completeness indicates that
potential investors cannot make viable resource allocation decisions without complete
information. And if information is riddled with errors its apparent faithfulness to reality
diminishes.
Verifiability's significance to decision usefulness indicates a lingering attachment
to verifiable historical costs so prevalent in the US. Comparability was significant which
is a finding well received. The quality of comparability justifies financial reporting to
potential investors making resource allocation decisions. These investors use financial
statements to reach decisions and if comparability does not exist among those statements
then the quality of their decisions will suffer. Therefore, the result of insignificant
comparability would have been, to say the least, counter-intuitive.
The final model explained 43.1% of the variance in decision usefulness. All
coefficients were positive and significant including those of the two enhancing qualities
of verifiability and comparability. Faithful representation was found to partially mediate
the relationship from relevance to decision usefulness. Remarkably, the path from
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relevance to faithful representation was stronger than that of relevance to decision
usefulness.

Contributions and Limitations
The empirical study reported in this dissertation is unique in that it is the first
attempt at validating a concept of information quality for financial reporting. Using
correlative evidence prior research studied only limited aspects of information quality in
financial reporting. Under PLS methodology used in this dissertation hypothesized paths
of causation were tested and inferences drawn from results. In addition, PLS allows for
complete concepts to be studied. This permits the researcher a holistic view of the
concept under study and arguably leads to a better understanding of the concept.
Research contained in this dissertation serves as a harbinger of a new era of inquiry into
financial reporting concepts. It could not have come at a better time since convergence of
international financial reporting concepts and standards is a growing reality. It is only
prudent that the concepts underlying international financial

reporting be thoroughly

studied. This dissertation is a first step in that direction.
The study will generalize over US accountants since that was the demographic
surveyed. Future research should attempt international coverage.

Implications for IASB and FASB
FASB and IASB positioned four qualities of financial reporting information as
enhancing qualities, verifiability, comparability, understandability and timeliness.
Enhancing qualities improve financial reporting information but do not develop nor form
by themselves financial reporting information. Insofar as two of the enhancing qualities
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(comparability and verifiability) are statistically significant they work to develop decision
usefulness not just enhance already developed decision usefulness.
The objective of global financial reporting entails local relevance coupled with
transnational comparability (Alexander 1999). Comparability justifies development of
financial reporting standards (FASB 2010b; Schipper 2003; Bratton 2004; Simons 1972).
Therefore, it is difficult to understand positioning comparability as a non-essential,
enhancing quality. For a consistent international financial

reporting framework to be

useful and succeed, would not comparability be better posited as a fundamental, required
quality of financial reporting information?
The Boards adopted sequential approach under belief that such would engender
financial reporting with improved predictive value to current and potential investors
(FASB 2010b). Under this approach trade-offs among qualities of useful financial
reporting information are assumed not to exist. However, insofar as faithful
representation presents itself as a partial mediator it is apparent that neither quality
(faithful representation nor relevance) is an "absolute property of accounting
information" (Whittington 2008a). This is to say that sequential approach may not
entirely be free from trade-offs. Greater representational faithfulness may substitute for
less relevance. This is a difficult position for why would information with less relevance
be considered for financial reporting? But on the other hand highly relevant information
may be subjected to minimum levels of faithful representation. This would be the case
where highly relevant current values are reported in financial statements with a smaller
degree of faithful representation.

As mentioned above, relevance has a stronger statistical relationship with faithful
representation than it does with decision usefulness. This suggests sequential approach
will work to investors' advantage provided the quality that makes information relevant is
the same quality that is faithfully represented. To illustrate, consider an asset valued
under deprival concept. The asset's value is relevant to investors since it has predictive
value. Should not that same value be used to faithfully represent the asset in the firm's
financial statements?
To summarize there are two implications. First, there is the implication that
sequential approach well serves investors provided qualities of assets (or liabilities) that
make them relevant are the same qualities presented in financial statements. Secondly,
the implication presented by partial mediation is that the Boards may have to consider
trade-offs between relevance and faithful representation in standard-setting.

Implications for US Practice
Under principles-based financial reporting regime financial reporting standards
will be succinctly written and bereft of a follow on cadre of detailed prescription and
guidance. As a consequence, exercise of professional judgment will be required to a
greater degree than currently required. Preparers and auditors will have to consider,
without an extensive set of rules, whether fair presentation standard (a standard that does
not rest on conformity with US GAAP) is met. This is quite important since Framework
2010 arguably encourages introduction of current values into financial statements. Thus,
the implication for US practitioners is that their professional judgment will be required to
faithfully represent current value information without detailed guidance. Currently (June
2012) the US accounting regime is primarily attached to historical cost financial
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reporting. In the coming years that attachment should abate in favor of movement to
international financial reporting based on the concept of information quality contained in
Framework 2010.

Concluding Remarks
Adoption of Framework 2010 heralds a de jure converged international financial
reporting concept on qualities of useful financial reporting information. The timeline for
de facto convergence has not been written. There are remarkable differences to be dealt.
A system of financial reporting does not develop in a vacuum. The system results from
interactions and compromises with culture and environment (Arnold et al. 2001, 460).
The influence of "orderly society" often poses more impact on financial reporting than
the economics of the transaction. Uncertainty, including that brought by cross-cultural
business engagement, brings an unsettling disorder requiring adaption to the new
circumstances (Moonitz 1961, 9). Inkeles and Levinson suggest certain common issues
influence functioning of societies, of groups within those societies and the individuals
comprising groups (Inkeles and Levison as cited in Hofstede and Hofstede 2005). If these
issues are common across cultures then varying solutions should define those cultures.
Certainly it is true in financial reporting similar problems are dealt with in differing ways
across cultures.
Culture includes the institutional framework of accounting and specific practices
and beliefs about accounting's aim and purpose that develop over time within the
framework (Whittington 2008b, 497). Culture also includes the market environment in
which accounting operates. Constituencies may be entire countries, industry, preparer,
and user groups. Cultural factors will by all means effect transition to a new set of
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international financial reporting standards. Each constituency is different and thus each
will impose its own prerogatives on transition and react differently to stimuli brought on
by the change over (Whittington 2008b, 497).
Conventional wisdom recognizes comparability is achieved by use of the same
financial reporting methods standardizing practice, and bringing about uniformity (Zeff
2007b, 293-94). But even with a requirement to standardize, there are those who argue
differing circumstances among companies and countries require flexibility. This begs the
question: If reporting standards allow for varying solutions based on varying
circumstances how can comparability be assured? Some cases, it is argued, exhibiting
varying circumstances justify use of different reporting standards. Varying circumstances
are offset by different reporting standards rendering "genuine comparability" (Zeff
2007b, 294). The question remains: What presentation of varying circumstances justify
use of different reporting standards? Undoubtedly, diverse cultures will answer that
question differently. Put another way, different cultures will permit different levels of
flexibility. And this is to say nothing of interpretation problems stemming from different
languages (Zeff 2007b, 296) and cross-border regulation (Ordelheide and Wolfgang
1993; Nobes 1993). Thus, transnational comparability as envisioned may be long in
arriving if it arrives at all. It may be that transnational comparability is only achieved if
the investor takes into account cultural diversity in making assessment of international
investment opportunities.
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zoomerang
Qualities of Useful Financial Reporting Information

Page 1 - Question 1 - Yes or No [Mandatory]
As you are know US and international financial reporting standards are converging. This research studies the new, converging concept
of information quality that will guide development of international financial reporting standards for years to come.
Data collected will assist a doctoral student in completing a dissertation in information quality. Your time, effort, and assistance are
very much appreciated.
Your participation in this research study is voluntary. You may choose not to participate. If you decide to participate in this research
survey, you may withdraw at any time. All information collected from the survey will be held strictly confidential. The surveys will
not contain information that will personally identify you.
The results of this study will be used for scholarly purposes only.
ELECTRONIC CONSENT: Please select your choice below.
Clicking on "Yes," I agree that:
• you have read the above information
• you voluntarily agree to participate
• you are at least 18 years of age
If you do not wish to participate in the research study, please decline participation by clicking on the "No" button.
O Yes
O No [Screen Out]

Page 2 - Question 2 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.

Useful financial reporting information:
makes it easy to detect differences
is not complete
always makes comparisons easy
makes identification of similarities difficult
makes it easy to identify trends
is comparable with other financial reporting
IMTAWM Otl AM
information

very strongly
disagree

strongly
disagree

moderately
disagree

slightly
disagree

neither agree
nor disagree

slightly agree

moderately
agree

strongly agree

very strongly
agree
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•7

•8

•9

Page 2 - Question 3 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Useful financial reporting information
is as complete as possible
is complete enough to make a good decision
includes everything necessary to make a
decision
is missing critical information
is always complete
omits nothing material
is frequently missing something important

very strongly
disagree

strongly
disagree

moderately
disagree

slightly
disagree
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Page 3 - Question 4 - Rating Scale - Matrix

Please evaluate each item and indicate your agreement or disagreement.
To be useful financial reporting information
often has feedback value
frequently helps confirm expectations
helps confirm or change prior expectations
often confirms or corrects past evaluations
frequently helps evaluate past events
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disagree
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disagree
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disagree

slightly
disagree
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Page 3 - Question 5 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Useful financial reporting information

is produced using inconsistent methods
is seldom produced using the same methods
is often produced using different methods
is consistently measured
is always produced using the same methods

very
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disagree
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Page 4 - Question 6 - Rating Scale - Matrix

Please evaluate each item and indicate your agreement or disagreement.
To be useful financial reporting information

is always true to the facts
is a completely valid measure
always faithfully represents the economic
details
faithfully represents what it purports to
placeholder, do not respond
seldom corresponds to the items of
interest
is a completely faithful representation of
events in the real world
closely corresponds to what it represents
fully depicts the substance of the items of
interest

very
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disagree
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disagree
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Page 4 - Question 7 - Rating Scale - Matrix

Please evaluate each item and indicate your agreement or disagreement.
Financial Reporting Information I deal with

is completely useless
is very useful
is not capable of being used
is always suitable for decision making
purposes
is seldom useful
is always helpful in making a decision

very
strongly
disagree
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Page 5 - Question 8 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Financial Reporting Information I deal with

is always based on the best available
information
is seldom sufficiently error free
is always accurate enough for decision
making
is accurate enough
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Page 5 - Question 9 - Rating Scale - Matrix

Please evaluate each item and indicate your agreement or disagreement.
To be useful financial reporting information

is completely free from bias
is slanted toward one set of interests over
another
is free from prejudice
is unbiased in the selection of what is
reported
is completely impartial
selectively influences decisions towards a
particular outcome
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Page 6 - Question 10 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Financial Reporting Information I deal with

often helps determine future actions
usually has predictive value
often helps predict future matters of
interest
seldom has predictive value
seldom helps evaluate future events
seldom helps form expectations about the
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very
strongly
disagree

strongly
disagree

moderately
disagree

slightly
disagree

neither
agree nor
disagree

slightly
agree

moderately
agree

strongly
agree

very
strongly
agree

•l
•l

•2
•2

•3
•3

•4
•4

•5
•5

•6
•6

•7
•7

•8
•8

•9
•9

•l

•2

•3

•4

•5

•6

•7

•8

•9

•l
•l

•2
•2

•3
•3

•4
•4

•5
•5

•6
•6

•7
•7

•8
•8

•l

•2

•3

•4

•5

•6

•7

•8

•9
•9
•9

Page 6 - Question 11 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.

To be useful financial reporting information

must be capable of making a difference in
my decisions
need not pertain to decisions
must relate to my decision-making
purposes
is seldom related to my decision making
needs
can be unrelated to the decisions at hand
must reduce uncertainty in my decision
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Page 7 - Question 12 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Financial Reporting Information I deal with

is completely reliable
can be relied upon
can be depended upon
is seldom reliable
can be trusted

very
strongly
disagree

strongly
disagree

moderately
disagree

slightly
disagree

neither
agree nor
disagree

slightly
agree

moderately
agree

strongly
agree

very
strongly
agree

•1
•1
•l
•1
•l

•2
•2
•2
•2
•2

•3
•3
•3
•3
•3

•4
•4
•4
•4
•4

•5
•5
•5
•5
•5

•6
•6
•6
•6
•6

•7
•7
•7
•7
•7

•8
•8
•8
•8
•8

•9
•9
•9
•9
•9

Page 7 - Question 13 - Rating Scale - Matrix

Please evaluate each item and indicate your agreement or disagreement.
To be useful financial reporting information

is seldom timely
is always available in time to affect decisions
is always timely
is available too late to influence decisions
is available when needed
is reported without undue delay
is received in time to impact decisions
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Page 8 - Question 14 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Financial Reporting Information I deal with

is impossible to comprehend
is easy to understand
is difficult to comprehend its meaning
is completely understandable
reserved, do not respond to
is difficult to grasp its meaning
is impossible to understand
its meaning is completely clear
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Page 8 - Question 15 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.

To be useful financial reporting information

can be cross-checked against the things it
represents
measures could be repeated for confirmation
could be confirmed by repeated measurement
preparations methods can be verified
measures could be verified
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Page 9 - Question 16 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.
Financial Reporting Information I deal with
very
strongly
disagree

must be large enough to make a difference
must be important enough to matter
must be significant enough to be considered
could influence my decision if it was omitted
must be material to my decision
could influence my decision if it was misstated
must be significant enough to impact my decision
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Page 9 - Question 17 - Rating Scale - Matrix
Please evaluate each item and indicate your agreement or disagreement.

To be useful financial reporting information
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is always worth the effort it takes to get it
provides great benefit for the cost of acquiring it
cost too much for the benefit received
is too costly for the value it adds
adds little value for its cost
Page 10 - Question 18 - Choice - One Answer (Bullets)
What is your gender?
O Male
O Female
Page 10 - Question 19 - Open Ended - One Line

How many years of professional experience do you have?

Page 10 - Question 20 - Choice - One Answer (Bullets)

What is your highest level of education?
O
O
O
O
O

Associate's degree
Bachelor's degree
Master's degree
Doctorate
Other

Page 10 - Question 21 - Choice - One Answer (Bullets)
Which of the following best describes your position?
O
O
O
O
O

Financial Analyst
CPA (public practice)
CPA (non-public practice)
Accountant (public practice)
Accountant (non-public practice)

Page 10 - Question 22 - Ranking Question
Please rank how well each of the following categories describe your work (1 being your dominate work, and so forth. Choices cannot
share the same rank) (please choose at least one category, if a category does not apply to you just mark "don't know"):
Financial Analysis
Attestation (auditing)
Information Systems
Management Advisory Services
Taxation
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Page 11 - Question 23 - Ranking Question

Please rank how well each of the following categories describe you when you work with financial reporting (please choose at least one
category, if a category does not apply to you just mark "don't know"):
1
•1
•1
•1

Attestator of financial statements
Preparer of financial statements
User of financial statements
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Don't Know
• Don't Know
• Don't Know
• Don't Know

Page 11 - Question 24 - Rating Scale - One Answer (Horizontal)
For the remaining questions, please evaluate each item and indicate your agreement or disagreement.
My educational experience included extensive coverage of financial reporting concepts (as opposed to reporting standards).
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Page 11 - Question 25 - Rating Scale - One Answer (Horizontal)
My professional work group extensively considers qualities of useful information (relevance, reliability, representational faithfulness,
etc.) in arriving at solutions to information quality issues in financial reporting.
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Page 11 - Question 26 - Rating Scale - One Answer (Horizontal)
I always consult FASB Statements of Financial Accounting Concepts in finding solutions to information quality issues in financial
reporting.
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Page 11 - Question 27 - Rating Scale - One Answer (Horizontal)
I am very familiar with the British true and fair view doctrine of financial reporting.
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Page 11 - Question 28 - Open Ended - Comments Box
Lastly, any comments would be welcome.
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